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ECONOMIC THEORY AS A GUIDE TO POLICY: 
SOME SUGGESTIONS FOR RE-APPRAISAL? 


Tue relation between economic theory and policy is a fundamental ques- 
tion which has so far evaded a consensus of opinion among economists. In 
spite of the impressive progress made in recent decades in clarifying economic 
problems and the ever-expanding volume of valuable research in many fields 
of economics, considerable uncertainty continues to prevail about the extent 
to which theoretical analysis can be useful for the formulation of economic 
policy and about the best way in which it should be applied to the solution 
of practical problems. 

A number of important contributions to economic thought in the last 
twenty years or more have inspired the student with a feeling of confidence 
in the progress of economics, and the research worker with a clear and definite 
notion about the fields of investigation promising the most fruitful achieve- 
ments. A reader of Professor Robbins’ Nature and Significance of Economic 
Science finds the path of an economist clearly mapped out. Mr. Harrod’s 
presidential address on “‘ The Scope and Method of Economics ” ? and Dr. 
Lange’s essay under the same title * represent in their respective ways a very 
' positive and confident view about the nature and method of economic 
research. In the more specific field of application of economic theory to 
policy, the work of Professor Meade, although not presenting clear-cut 
solutions, strongly conveys the notion that economic analysis can be used as 
a direct guide in formulation of economic policy. The publication and 
development of the Keynesian income theory or the present impressive 
expansion of the input-output analysis belong to the great creative mani- 
festations of economic thought appearing to open before economics new 
horizons of unlimited progress. But, on the other hand, there is the power- 
ful wave of scepticism and doubt, perhaps ultimately creative, but at present 
denying the validity of many hopes engendered by various new ideas and 


Note: The editors deeply regret to have to announce the death of Mr. H. Tyszynski, 
which occurred on February 28th after a short illness. 


? The author is grateful to Dr. M. Ezekiel, Professor A. Hanau and Mr. A. G. Leeks for helpful 
suggestions to improve the original manuscript; he also wishes to thank Professors C. P. Kindle- 
berger, W. Arthur Lewis and V. Marrama for valuable comments of a general nature. Needless 
to add, the responsibility for the views expressed in this article is entirely his own. 

* Published in the Economic JourNAL, September 1938. 

* Review of Economic Studies, 1945-46, Vol. XIII (1), No. 33. 
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concepts, and throwing uncertainty on widely established notions. What 
is left of the promise of new welfare economics after Dr. Little’s Critique 
and Dr. Arrow’s Social Choice and Individual Values? The recent doubts 
about the validity or usefulness of important econometric methods! 
the outcome of the debate on factor-price equalisation,” the criticism of the 
well-known “‘ proposition in taxation,” * all seem to lend strength to Professor 
Bronfenbrenner’s view that we are back in the “ wilderness ” and ina period 
of “‘ antithesis.” 4 

Recent exchanges of ideas among eminent economists on the method and 
scope of economics ® are an indication of the renewed interest in the funda- 
mentals of our science. In the field of applied economics the greatly increased 
activities and responsibilities of governments ® and the development of 
specialised international organisations dealing with economic problems have 
enhanced the importance of advice by economists in an impressive way; 
professional views of economists are gradually gaining in status also in large 
private industrial undertakings and in financial concerns. Nevertheless, 
policy-makers are often puzzled about the multiplicity and divergence of 
advice they are at times getting from the economists. On the other hand, 
the increase in the number of graduates in economics actively engaged on 
attempts to solve problems of the “ real world ” has brought theory face to 
face with policy much more closely than ever before. The question: “ How 
useful is economic theory in helping to solve concrete economic problems? ” 
has ceased to be just one of the “ awkward questions ” asked of lecturers by 
students, and is of serious concern to a great many economists in various 
walks of life. 

The purpose of the present article is to discuss some current ideas on the 
relation between economic analysis and economic policy and to suggest 
some lines of approach to a possible re-appraisal of this problem. First, 
three major concepts of the relationship between economic theory and policy 
will be briefly reviewed. Secondly, an attempt will be made to survey the 
recent progress in some leading channels of economic thought closely 
concerned with providing guidance for economic policy. Finally, 
certain tentative conclusions will be drawn with reference to the most useful 
links between analytical research and the consideration of practical problems. 


1 Cf. D. J. Morgan and W. J. Corlett, ‘‘ The Influence of Price in International Trade: A 
Study in Method,” Journal of the Royal Statistical Society, Part III, 1951; Guy H. Orcutt, “ Toward 
Partial Redirection of Econometrics,” and Comments, Review of Economics and Statistics, August 1952. 

2 Cf. S. F. James and I. F. Pearce, ‘‘ A Comment on Factor Price Equalisation,” Review of 
Economic Studies, 1951-52, Vol. XIX (2), No. 49. 

3 I. M. D. Little, “‘ Direct versus Indirect Taxes,’’ Economic JouRNAL, September 1951, and 
R. K. Davidson, ‘‘ The Alleged Excess Burden of an Excise Tax,” Review of Economic Studies, 1952- 
53, Vol. XX (3), No. 53; W. J. Corlett and D. C. Hague, ‘“‘ Complementarity and the Excess 
Burden of Taxation,” Review of Economic Studies, 1953-54, Vol. XXI (1), No. 54. 

4 See M. Bronfenbrenner, “‘ Contemporary Economics Resurveyed,”’ Journal of Political Economy, 
April 1953. 

5 E.g., D. H. Robertson, Utility and All That and Other Essays, and Lionel Robbins, “ Robertson 
on Utility and Scope,” Economica, May 1953. 

* This remains true in spite of the current trend to a more liberal economy in many countries. 
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I 


Among current ideas on the relation between economic theory and 
policy three main concepts can be distinguished. The essence of one 
approach is that theory can only be applied to specific problems, as they 
arise. This ad hoc approach, so forcefully expressed in Mr. Johnson’s review- 
article on Professor Meade’s first volume of the Theory of International Economic 
Policy,1 was to a large extent implied in Professor Robbins’ Nature and Signi- 
ficance of Economic Science? Although Robbins did not specifically discuss in 
his essay the possibility of formulating a theory of economic policy, his 
analysis of the relation between economic theory, realistic empirical studies 
and economic policy provides a definite view of the rdle of economic analysis 
in the process of formulating policy. First, there is the basic dichotomy 
between “pure theory” and policy advice. The former is of general 
validity, since it contains rigorous deductions from premises based on com- 
mon experience which is clearly discernible, while the latter amounts to the 
demonstration of implications of certain value judgments taken over from 
other social sciences or given by some political authority. Empirical studies 
bring the theory much nearer to the specific problem in hand: they help 
to decide upon the applicability of particular theoretical propositions and 
the selection of additional assumptions; moreover, by providing the factual 
content they may enable us, in certain cases, to make a correct prediction as to 
thedirection of economicchange. These considerations, however, are relevant, 
according to this view, only to a particular moment and to a particular situa- 
tion. The continuous changes in basic economic data very substantially limit 
the power of economists to predict, and the theory, even enlivened by empirical 
studies, cannot give more than a limited guidance to economic policy. 

Mr. Johnson strongly denies the possibility of establishing a body of 
policy recommendations applicable to broad categories of economic situations. 
In his view the only legitimate way of using theory as guidance to policy is 
“within the context of a particular problem occurring in a particular en- 
vironment.” * Owing to the complexity of causal relationships in economic 
phenomena, economic theory can, according to his view, hardly provide any 
general solutions to policy problems. Theory can specify certain critical 
values of economic variables or constants on which the solution of a problem 
might depend, but in order to measure the magnitudes involved (even 
to estimate them in a qualitative sense), “a detailed specification of the 
environment to which theory is to be applied ” is required; thus “ the réle of 
economic theory in the solution of practical problems is extremely limited : 
the important (and more difficult) part of the task becomes the problem of 
measurement, however it is performed.” * In view of its tendency to simplify 
problems economic theory can even, in certain circumstances, become “a 
handicap rather than a help.” ® 

? Harry G. Johnson, “‘ The Taxonomic Approach to Economic Policy,” Economic JouRNAL, 
December 1951. 


* The arguments summarised here are mainly contained in Chapters V and VI of the book. 
* H. Johnson, of. cit., p. 828. * Ibid., p. 827. 5 Ibid. 
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Basically, the ad hoc approach to the relation between economic theory 
and policy can perhaps be viewed in the following terms. The policy. 
maker concerned with economic problems should regard economic theory as 
a book of reference containing the implications of various events and alter- 
native courses of action in the highly artificial world of simplifying assump. 
tions. The more realistic the assumptions in relation to the problem under 
consideration, the more helpful economic analysis becomes, but, since real 
problems are so complex, by itself it can hardly provide solutions. It is not 
possible to formulate a body of prescriptions or principles that could be called 
a theory of economic policy on the basis of economic theory alone, for there 
is necessarily something subjective and “ unscientific” about a theory of 
economic policy. The only proper function of economic theory in matters 
of policy is to act as an aid—one may hope as a major aid, but never as a 
unique basis—in finding solutions to specific problems.* 

Opposed to the above concept is the traditionally “ prescriptive” 
approach of “ political economy.” This approach was clearly explained by 
Mr. Harrod in his “‘ Scope and Method of Economics,” ? where he expressed 
the view that there was a basic dichotomy within economic theory itself. 
On the one hand, there are the causal laws of economics, which in view of 
their generality can be used for policy guidance only to a very limited extent, 
and, on the other hand, the body of economic prescriptions based not so much 
on outside conventions as on a fundamental “ economic criterion.” The 
economic criterion implies that individuals, whether acting as consumers or 
as sellers of labour services, ought to be, in so far as possible, in a preferred 
position. Prescriptions based on this criterion are usually elaborated with 
a model of pure competition as an ideal objective, and it is the aim of economic 
advice in the field of policy to facilitate the expression of individual pre- 
ferences. 

Starting from such general premises based on a widely acceptable “ value 
judgment,” a theory of economic policy can be built which will consist not 
only of a method of approach or technique of analysis of economic problems, 
but also of a system of explicit or implied prescriptions intended to guide policy 
decisions in various circumstances. Thus Professor Pigou had formulated 
a comprehensive theory of economic policy in his Economics of Welfare on the 
assumption of the desirability of maximising the national dividend by means 
of the ‘‘ equi-marginal ” principle as applied to the social net product, and 
suggested certain measures in the field of income distribution based on a 
further, widely accepted though subjective, assumption of diminishing 


1 Broadly speaking, the ad hoc approach appears to be implied also in Professor Milton Friedman’s 
recent essay, ‘“‘ The Methodology of Positive Economics,” which is mainly concerned with the 
problem of the significance of theoretical hypotheses; he stresses, however, the need for a more 
systematic investigation of the “ limits of validity ” of the various hypotheses and, in general, of the 
criteria for their applicability to concrete problems (Cf. Milton Friedman, Essays in Positive Economics, 
in particular pp. 30-43). In his methodological reviews of Lange’s Price Flexibility and Employment 
and Lerner’s Economics of Control he strongly criticises ‘‘ taxonomic theorizing ” and policy prescript- 
ions based on purely formal analysis (Cf. op. cit., Part IV). 

2 Cf. p. 195 above, footnote 2. 3 Ibid., pp. 386-7. * Ibid., pp. 389-92. 
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marginal utility of income. Professor Meade’s Introduction to Economic 
Analysis and Policy is largely based on similar assumptions. Professor Lerner, 
in The Economics of Control, developed a whole system of rules for a controlled 
economy designed to bring about conditions that would approach a com- 
petitive equilibrium with an equalitarian distribution of income. More 
recently, in his Theory of International Economic Policy, Professor Meade dis- 
cusses the implications of various policies on the basis of the twin objectives 
of full employment without inflation and the achievement of an equilibrium 
in the balance of payments; while no rules or direct advice are formulated, 
a significant measure of prescription is implied in the analysis. 

Another concept of the theory of economic policy, which we may describe 
as the “‘econometric approach,” was developed by Dr. Tinbergen in his 
recent theoretical study of economic policy.1_ This concept hardly contains 
any prescriptions for action. Although at the beginning of the study the 
objective of economic policy is described in terms of maximisation of in- 
dividual, collective or social utility functions,? the major part of the analysis 
isin terms of given targets (which are the interpretation of the “ general 
interest ” by the political authority), and centres on the determination of the 
magnitude of “‘ instruments,” appropriate to the existing institutional frame- 
work and structural relations, designed to achieve the desired specific ob- 
jectives. While stress is laid on the argument that economic policy must 
form a ‘‘-coherent entity ” and that “ the unit to be considered is the totality 
ofall measures in execution at a given moment or proposed to be taken simul- 
taneously,” * there is no discussion of the optimum allocation of resources, 
distribution of income or criteria for economic improvement. On this 
approach, the theory of economic policy amounts in fact to an analysis 
of the technique by which economic theory can be brought to bear on policy 
decisions. More specifically, it amounts to an investigation of the methods 
of constructing and applying econometric models in order to provide guidance 
for policy decisions. 

The relative significance of these three concepts of the relation between 
economic analysis and policy may be more clearly examined in the light of 
the progress recently attained in those channels of economic thought which 
are directly concerned with economic policy, viz., (2) modern welfare 
economics; (5) econometric research, including input-output analysis and 
programming; (c) recent attempts at formulating principles of economic 


growth. 
II 


While it is a characteristic feature of modern welfare economics that 
direct prescriptions are avoided, the declared purpose of this branch of 
economics is to provide guidance for policy as closely as is consistent with 


1 J. Tinbergen, On the Theory of Economic Policy (first study in the series Contributions to Economic 
Analysis, Amsterdam, 1952). 
* Ibid., pp. 1-5. 
* Ibid., p. 68. The importance of non-economic factors is also emphasised. 
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general standards of objectivity. Although Professor Pigou, in Economics of 
Welfare, clearly rejects the idea of economics being a “ normative science,” 1 
his investigations of economic causes of welfare in fact prescribe economic 
policy by implication. The main difference between Professor Pigou’s 
concepts and the “ new” welfare economics of Hicks, Kaldor or Bergson 
amounts to a divergence of views about the major assumptions of the 
Pigovian analysis rather than to a disagreement about the “ normative” 
implications of welfare economics. In a way, the “ recommendatory force ” 
of the postulates of the “‘ new” welfare economics has been considered as 
much stronger than that of Professor Pigou’s.2 The concept of welfare 
economics formulated by Professor Hicks in his study of its foundations was 
that of a theory of economic policy free from subjective value judgments. 
Professor Scitovsky defines welfare economics as “ that part of the general 
body of economic theory which is concerned primarily with policy,” * and 
in Dr. Little’s view the prescriptive nature of welfare economics is clearly 
apparent, since its object is “to find out what is the best thing to do in 
various situations.” 5 

Few people would contend that Professor Pigou’s discussion of the diver- 
gence between social and private marginal products, of remedies for mono- 
poly, of wages or of rationing and subsidies is not useful for the consideration 
of important issues of economic policy. The criticism of his work, on the 
other hand, is based on the view that his welfare criteria rest on assumptions 
which—like diminishing marginal utility of income, broad similarity in 
capacity for enjoyment between individuals, or a general correspondence 
between an increase in “‘ economic welfare ” and “ total welfare ’”—cannot 
be tested, and are in fact subjective, though perhaps widely accepted, value 
judgments. Although Professor Pigou’s conclusions as to the broad validity 
of his assumptions are reached only after a detailed discussion and hedged at 
each step with qualifications, a system of analysis is none the less constructed 
which, as Professor Hicks put it, consists of a chain of reasoning with im- 
portant ‘‘ weak links ” ® and cannot be considered as a truly objective basis 
for economic policy. 

The great promise of the “new” welfare economics was to provide 
criteria of general, or even universal, validity on the ground of which one 
could decide whether a course of action was “‘ desirable” or “‘ undesirable” 
from the economist’s point of view. The essence of this new approach was 
the principle of “‘ potential compensation ” as formulated by Mr. Kaldor’ 


1 A. C. Pigou, The Economics of Welfare, pp. 5-10. 

2 This was emphasised by A. Radomysler in his article ‘“‘ Welfare Economics and Economic 
Policy,”’ Economica, August 1946, and is quoted with approval by I. M. D. Little in his Critique on 
p. 80. 

3 Cf. J. R. Hicks, ‘‘ Foundations of Welfare Economics,” Economic JouRNAL, December 
1939, pp. 696-8 and 712. 

4 T. Scitovsky, “The State of Welfare Economics,”’ American Economic Review, June 1951, p. 303. 

5 J. M. D. Little, A Critique of Welfare Economics, p. 83. 

6 J. R. Hicks, op. cit., p. 698. 
7 N. Kaldor, ‘‘ Welfare Propositions in Economics,”’ Economic JOURNAL, September 1939. 
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and later developed by Professor Hicks.1 According to this well-known 
view, the economist is completely objective and “ scientific ” in advocating 
a change in economic institutions or regulations if the change is “‘ efficient ”’ 
inthe sense that gainers could over-compensate the losers ? (or more precisely, 
as shown by further contributions in this field, that “‘ the potential losers 
could not profitably bribe the potential gainers to oppose the change ”’).3 
While the problem of the actual compensation of losers is considered a poli- 
tical question on which the economist in his own professional capacity can 
hardly give advice,* Professor Hicks expressed the hope that in a world where 
many small economic changes are the rule no major undesirable redistribu- 
tion of income is likely to occur as the result of improvements in “ efficiency ”’ 
alone.5 Broadly, two analytical tools have been envisaged to form, on these 
assumptions, the basis for policy criteria: (i) a developed and refined 
Paretian system of “‘ optimum conditions ” of exchange and production, and 
(ii) a re-formulated concept of the “‘consumer’s surplus.” A somewhat 
different approach from that of the “‘ compensation principle ” is represented 
by the concept, developed by Professors Bergson and Samuelson, of the social 
(or economic) “ welfare function,” conceived as the relationship between, 
on the one hand, individual preferences, and ideas about an optimum dis- 
tribution of income, and, on the other, the collective level of welfare (or 
satisfaction) of society. This concept is also intended to separate the prob- 
lem of “‘ efficiency ” of the economic system from that of the distribution of 
income. For any given distribution of income, the economist can suggest 
improvements based on the “‘ optimum ” conditions of exchange and pro- 
duction, but the determination of the final optimum involves a collective 
(or perhaps a dictatorial) judgment of an ethical nature about the most 
desirable distribution of income. 

The searching Critique by Dr. Little’? of these new formulations of the 
basic concepts of welfare economics questioned the soundness of their 
theoretical foundations, concluding that neither the “‘ compensation prin- 
tiple” nor the concept of a social (or economic) “ welfare function ’’ was 
capable of by-passing the major ethical problem of distribution of income.*® 
Hence, according to Little, the criterion for a desirable economic change 
must include besides the “ efficiency ’’ requirement (based on the reformu- 


1 J. R. Hicks, “‘ Foundations of Welfare Economics,’’ Economic JOURNAL, December 1939. 

* Cf. Kaldor, op. cit., p. 550, and Hicks, op. cit., p. 706. 

* Cf. I. M. D. Little, op. cit., pp. 98-105. This definition was developed in order to avoid a 
possible contradiction in the more simple criterion as shown by Professor Scitovsky in an article in 
the Review of Economic Studies, November 1941. In a recent article Dr. Mishan provides a proof 
that a contradiction of this nature can be completely avoided only with a movement from a Paretian 
“sub-optimum ” to a Paretian “‘ optimum ” (cf. Journal of Political Economy, August 1952). 

* Cf. N. Kaldor, op. cit., pp. 551-2. 

5 J. R. Hicks, “‘ Rehabilitation of Consumers’ Surplus,” Review of Economic Studies, February 
1941, p. 111. 

* Cf. P. A. Samuelson, Foundations of Economic Analysis, pp. 221-8; A. Bergson, “ Socialist 
Economics,” in Survey of Contemporary Economics, p. 417; T. Scitovsky, “‘ The State of Welfare 
Economics,” American Economic Review, June 1951, p. 311. 

"I. M. D. Little, A Critique of Welfare Economics. 8 Jbi?. Chapters VI and VII. 
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lated compensation principle) the condition that actually the change “‘ should 
not result in a bad redistribution of welfare.” Moreover, it is also “‘ a matter 
of judgment and opinion ” whether or not in a particular case the factual 
assumptions on which the propositions of welfare economics are based (e.g,, 
unchanged population, consistency of individual choice or absence of external 
economies) are sufficiently realistic to warrant the application of these 
postulates to the problem under consideration.1_ A systematic survey of the 
various simplifying assumptions underlying welfare propositions, and some 
detailed attempts at applying them to practical problems, lead Dr. Little to 
emphasise their very limited usefulness as a guide to policy. Thus in his 
view: ‘‘ Economic welfare is a subject in which rigour and refinement is 
probably worse than useless. Rough theory, or good common sense, is, in 
practice, what we require.” ? 

Another difficulty of the concepts of present-day welfare economics has 
been stressed by Professor K. J. Arrow in his Social Choice and Individual Values, 
His main interest is in the nature of the social welfare function itself, or more 
precisely, in the rule by which individual preferences can be translated into 
collective choices between social alternatives. This concept of the welfare 
function is closely related to policy problems. Dr. Arrow’s main theorem 
states, however, that, excluding interpersonal comparisons, there is no “‘ rule,” 
for more than two alternatives, that would enable us to pass from individual 
preferences (including both tastes and social valuations) to social choices 
and would be, at the same time, both logically consistent and neither “ im- 
posed” nor “ dictatorial.” * Arrow shows further by means of logical 
deductions that the usual assumptions of welfare economics about individuals 
judging different social states according to their own consumption-saving- 
leisure position are insu“icient to disprove this theorem.® Finally, he 
expresses the opinion,® which seems to be shared by Professor Scitovsky,’ 
that the possible way out of his dilemma lies in some form of uniformity 
among individuals in preferences for social alternatives (as distinct from 
tastes). Mr. Weldon, in a review-article,® looks for a solution of the problem 
to some form of Professor D. Black’s hypothesis about “‘ single-peaked” 
preferences (which states that individuals, while differing in their first 
choices, are none the less agreed about the ordering of the remaining alterna- 
tives if the first choice is given).® In his view, however, a satisfactory proof 
of such a nature of social preferences would have to be based on the notion 
of cardinal “ utility,” and, ultimately, for “ any substantial «dvance” in 


1 Cf. I. M. D. Little, op. cit., in particular pp. 117-20 and 270-2. 

2 Ibid., p. 272. 

3 The difference between this concept of the social welfare function and the one usually attri- 
buted to Bergson is discussed by Dr. Little in his review-article on Arrow’s book (‘ Social Choice 
and Individual Values,” Journal of Political Economy, October 1952). 

“ Cf. Arrow, op. cit., pp. 46-60. 

5 Ibid., pp. 61-4. ® Ibid., p. 89. 7 Cf. T. Scitovsky, op. cit., p. 314. 

8 J. C. Weldon, “ On the Problem of Social Welfare Functions,”’ Canadian Journal of Economics 
and Physical Science, November 1952. 
® Ibid., pp. 461-2; K. J. Arrow, op. cit., pp. 75-80; T. Scitovsky, op. cit., pp. 313-14. 
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welfare economics it would be “necessary to permit interpersonal 
comparisons.” + 

The issue of cardinal utility and interpersonal comparisons, in connection 
with a discussion of the whole field of welfare economics, was forcefully raised 
a few years ago by Sir Dennis Robertson in his Manchester lectures on 
“Utility and All That.” ? In his view, the reinstatement of “ utility ” 
measurable in principle, as well as of the notion of diminishing marginal 
utility of income, would clarify thinking and extend the area in which strictly 
economic analysis could be carried on. Sir Dennis believes, however, that 
while this would tend to render economics more useful for policy purposes, 
actual decisions would have to be based ultimately on sound judgment. 

Looking back at the post-war debate on welfare economics, one cannot 
register much progress in the efforts of the new welfare analysis towards 
attaining its major purpose of providing a direct, objective, and therefore 
uncontroversial, basis for policy prescriptions. The rules for an “‘ optimum ” 
allocation of resources, which at best can be accepted only as necessary 
conditions for the maximisation or improvement of ‘‘ economic welfare,” are 
by themselves too abstract and too general to be of significant help for the 
solution of policy problems. Whether or not considerations of income dis- 
tribution, or more generally of equity, can be divorced from problems of 
allocative efficiency in recommendations for measures of economic policy,® 
there are a great number of factual assumptions, as Dr. Little has clearly 
shown, * which have to be fulfilled before the achievement of the “ optimum ” 
conditions can be considered as “‘ desirable.” ‘The marginal-cost contro- 
versy with respect to pricing in nationalised undertakings,’ and the very 
limited sense in which the well-known proof of the superiority of direct over 
indirect taxation appears to be valid,® are forceful illustrations of the obstacles 
in the path of welfare economics as a guide to policy. On the other hand, it 
is doubtful whether the concept of basic ‘‘ economic conventions,” like 
diminishing marginal utility of income, would be particularly helpful for 
relating economic theory to policy more closely. Even the most widely 
acceptable assumptions of this nature, like Mr. Harrod’s “‘ economic criter- 
ion,” 7 are not entirely free from certain relativity and subjective value 
judgments. A greater conceptual clarity appears to spring from the 
recently restated argument of Professor Robbins about a welfare economics 
clearly distinct from the strictly scientific “‘ pure theory,” and discussing the 
“logical implications of certain conventions ” of a political or philosophical 
nature. While attempts at formulating some widely acceptable ends, and 
other value judgments, and then developing rules for an ideal economic 


1 J. C. Weldon, op. cit., p. 463. 

* Published in Manchester School, May 1951, and included in Utility and All That and Other Essays. 

* For an interesting discussion of this point, cf. inter alia, T. Scitovsky, op. cit., p. 308-10. 

* See, e.g., Dr. Little’s discussion of the principle of equality between marginal cost and price, 
op. cit., pp. 136-7 and 150-4. 5 Ibid., pp. 180-210. 

* Cf. studies referred to in footnote 3 on p. 196. 7 Cf. p. 198 above. 

* Cf. Lionel Robbins, “‘ Robertson on Utility and Scope,” Economica, May 1953, in particular 
p. 109. 
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system are in danger of lacking sufficient realism and concreteness, such a 
system, as long as the basic value premises are accepted, can nevertheless 
exercise a considerable influence on economic policy as an expression of its 
ultimate goals. 

III 

Whether in its attempts to provide numerical estimates of the various 
parameters relating economic variables, which according to theoretical 
analysis are of major importance for policy decisions, or in its endeavours to 
test theoretical hypotheses regarding economic relationships, econometric 
research is closely connected with the application of economic theory to 
policy. Its special importance in this respect springs from a characteristic 
combination of deductive theory and empirical research. It is the essence 
of econometric models that the set of precise economic relations they repre- 
sent can be tested against factual data of the real world to prove or disprove 
their validity. In fact, the theoretical hypothesis and empirical tests form 
the two fundamental parts of econometric research. While some models of 
a general nature, designed mainly to explain certain empirically ascertained 
features of the economic system, ¢.g., the instability of economic growth, 
cannot be immediately tested for reasons such as the inadequacy of statistical 
material or of known statistical methods, their validity ultimately depends on 
empirical tests. Until appropriate tests can be devised, such models remain 
in the nature of “ qualitative ’” hypotheses, despite the precise mathematical 
form of the equations in which they are expressed.? 

The propositions of welfare economics, as restated in the last fifteen years, 
do not lend themselves to econometric analysis, since they cannot be em- 
pirically tested. Econometrics has emerged from attempts to quantify 
the demand functions and agricultural production functions, as well as from 
statistical investigations of economic fluctuations. The Keynesian “ macro- 
economic ” theory, with its aggregate consumption function and the multi- 
plier, provided great opportunities for an expansion of econometric research 
and brought it much more closely to actual policy decisions. The scope of 
econometric analysis, however, even in its more direct relation to national 
policy, is usually limited to a framework of given quantitative targets as well 
as given “ instrument ” variables.‘ 

Although econometric investigations have grown at an impressive rate, 
and considerable improvements in methods have been attained, the results 
so far have been in many ways disappointing.’ The lack of success of fore- 

1 Cf. Mr. Harrod’s model of a growing economy in Towards a Dynamic Economics, or Professor 
Hicks’ model of cyclical fluctuations in A Contribution to the Theory of the Trade Cycle. 

2 For a discussion of the concept of qualitative mathematical statements see G. L. S. Shackle, 
“ Economics and Sincerity,” Oxford Economic Papers, March 1953. 

8 Cf. I. M. D. Little, op. cit., pp. 118-20. 

“ Cf. the brief discussion of Dr. Tinbergen’s essay on p. 199 above. 

5 This sense of disappointment is well reflected in Professor Orcutt’s words: ‘‘ At present it is 
not even possible to furnish the policy-maker with accurate short-run forecasts of most important 
economic variables for even a single course of policy action, let alone for each of several alternative 


courses of policy action.” (Cf. G. H. Orcutt, “ Toward Partial Redirection of Econometrics,” 
Review of Economics and Statistics, August 1952, p. 195.) 
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casts on the basis of income-consumption models,! as well as the apparent 
failure of investigations into elasticities of demand for exports,? have under- 
lined the need for improving the tools of the econometrician and for a more 
modest assessment of his possibilities. Mr. Stone, in his Newmarch Lectures 
on “ The Réle of Measurement in Economics,”’ drew attention to the three 
major difficulties which econometrics was facing in attempting to formulate 
conclusions useful for economic policy. First, there is the problem of 
postulates, namely, whether in social sciences the validity of initial assump- 
tions can be confirmed by testing theorems derived from them, especially if 
one does not consider that basic postulates of economic theory form a “ set 
of irreducible axioms.” * ‘Thus accidental statistical uniformities can be 
erroneously taken for causal relationships. Secondly, there are the omitted 
variables which for various reasons cannot be included in an econometric 
model, but the strength of which may be of crucial importance for a par- 
ticular policy problem; attempts to overcome this difficulty by introducing 
“error terms ”’ (or rather “‘ disturbance terms ”’) with a random distribution 
do not, in fact, remove the implied obstacles to accurate forecasting.‘ 
Finally, there are changes in the values of parameters and in the form of 
structural relations over time, which may or may not be important for a 
forecast needed in connection with a specific policy problem.§ 

Further light on the difficulties of formulating econometric models of 
more direct use for the solution of policy problems was thrown by the 1952 
discussion in the Review of Economics and Statistics on the desirability of a 
“partial redirection of econometrics.” ® Professor Orcutt, suggesting the 
redirection, urged that econometricians should relate their work more closely 
to actual policy requirements and that, in view of the difficulties of more 
ambitious forecasting, they should concentrate their work on problems the 
solution of which is not only useful in principle, but actually feasible. This 
would involve, according to his argument, the focusing of attention on the 
impact on the economic system of those “‘ instruments of adjustment ” which 
can actually be used for the desired purpose of control, and on time-lags 
between their application and impact; moreover, this would also necessitate 
avery careful identification and study of exogenous variables 7 and their 


1 Cf. M. Bronfenbrenner, ‘‘ Contemporary Economics Resurveyed,” Journal of Political Economy, 
April 1953, p. 168, and Tom E. Davis, ‘‘ The Consumption Function as a Tool of Prediction,” 
Review of Economics and Statistics, August 1952 ; Davis stresses, however, the more promising features 
of a consumption function the estimation of which takes account of the force of acquired con- 
sumption habits. The varied Western European experience with forecasts of national income and 
its main components for governmental use is discussed in U.N. Economic Bulletin for Europe, First 
Quarter, 1953. 

* See D. J. Morgan and W. J. Corlett, op. cit. 

> R. Stone, The Role of Measurement in Economics, pp. 12-15. 

* Ibid., pp. 3-4 and 32-3. 5 Ibid., pp. 33-5. 

° G. H. Orcutt, ‘‘ Toward Partial Redirection of Econometrics,” and Comments by Professors 
Koopmans and Georgescu-Roegen and Dr. Tinbergen, Review of Economics and Statistics, August 
1952. 

’ Ie., variables influencing the system, or set of equations, but themselves determined outside 
this framework. 
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interrelations. Professor Georgescu-Roegen appeared rather isolated in the 
view implied in his arguments that the main purpose of econometric models 
was to help analysis and estimation in general rather than to assist policy 
more directly.2, According to Professor Koopmans, while limits to scientific 
analysis for forecasting economic developments may still be far away, the 
main purpose of econometric models, in view of the existence of such limits, 
was to determine for the benefit of policy-makers which “ dials and levers” in 
the economic world were “ sufficiently fast and predictable in their effects.” 8 
Similarly, Dr. Tinbergen regarded as the most useful field for econometrics 
the solving of “ variation problems,” 7.¢., the repercussions on the economic 
system of a change in data, such as the tracing out of effects on an economic 
variable of a change in controllable parameters.* 

In his recently published study On the Theory of Economic Policy > Tinbergen 
discusses the methods of estimating the required values and relative efficiency 
of ‘‘ instrument variables,” such as the extent of devaluation or tax rates, 
which it is feasible to use within a certain political framework as means of 
attaining the desired policy targets. In his view, the difficulty presented 
by the multiplicity of relationships can for certain problems be overcome by 
an analysis in two stages: (i) am econometric macro-economic model; 
(ii) a partial and rather qualitative analysis, which would take into account 
also non-economic factors, designed to decide more detailed matters. While 
stressing the limitations of scientific treatment of the implications of policies 
concerned with changes in structural economic relations, Tinbergen urges 
a gradual extension of empirical economic research beyond the realm of 
economic behaviour “‘ under circumstances of small quantitative variations ” 
in economic variables.’ 

A field of economic policy where a partial use of econometric methods, in 
conjunction with various qualitative estimates, has been consistently applied 
for a long period is to be found in the annual forecasting of demand and 
prices of farm products by the United States Department of Agriculture. A 
recent appraisal by several authors ® of this outlook work after thirty years of 
experience, while stressing its substantial shortcomings and imperfections, 
points to its value for policy purposes and to the possibilities for future im- 
provements. It is shown that these forecasts were a great improvement over 


1G. H. Orcutt, op. cit., pp. 195-200; great difficulties in using statistical methods for the 
analysis of exogenous variables, however, were stressed in the discussion, in particular by Professor 
Georgescu-Roegen who expressed the opinion that “ statistical inference will confirm the choice 
of any model provided the latter follows, be it only in general lines, the map of the data” (ibid., 
p. 211). 2 Ibid., pp. 208 and 213. 

3 Jbid., p. 201. 4 Ibid., p. 205. 5 Cf. p. 199 above. 

6 J. Tinbergen, On the Theory of Economic Policy, pp. 64-7. 7 Ibid., pp. 72-3. 

8 See James P. Cavin, “ Forecasting the Demand for Agricultural Products,” Agricultural 
Economics Research, July 1952; J. D. Baker and D. Paarlberg, “‘ How Accurate Is Outlook? ” Journal 
of Farm Economics, November 1952, and “‘ Outlook Evaluation—Methods and Results,” Agricultural 
Economics Research, October 1952; Karl A. Fox, “‘ Factors Affecting the Accuracy of Price Fore- 
casts,” Journal of Farm Economics, August 1953; M. Ezekiel, ‘‘ Agricultural Situation and Outlook 
Work, National and International,” F.A.O. Monthly Bulletin of Agricultural Economics and Statistics, 
June 1954. 
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random guessing about the direction of change, and gave, on the whole, 
better estimates than simple projections of short-term trends. On the other 
hand, the continued substantial variation in accuracy of forecasts from year 
to year is emphasised as one of their major weaknesses. An interesting study 
by Dr. K. A. Fox of the possibilities of agricultural price forecasts in general, 
based on ex-post estimates from statistical demand functions,! shows a satis- 
factory minimum range of error for retail prices of a substantial number of 
products, but not for farm prices of most commodities; it is argued, how- 
ever, that such errors can be reduced by more refined methods. On the 
other hand, pre-war structural relations of demand for farm products in the 
U.S.A. appear to have continued broadly unchanged in post-war years. 

The youngest branch of econometrics, “linear programming” or 
“activity analysis,” has developed in close association with practical ques- 
tions, and appears to have proved its direct usefulness for economic policy in 
the field of certain short-period “ micro-economic” problems.?_ While in 
certain essential respects its method is closely linked to Leontief’s “ input- 
output ’’ model, providing a tableau économique of the whole set of relations 
between the different industrial sectors of a national economy,’ these two 
econometric tools differ substantially in purpose and nature. Their common 
basic assumption is that in each productive process, or “ activity,”’ factors 
are combined in fixed proportions, but it is only the “‘ input-output ” model 
which generally assumes that there is only one way of producing the output 
of a given industrial sector (or, in other words, that at a given time each 
industrial sector can use only one combination of inputs per unit of output). 
Linear programming, on the other hand, is concerned with the allocation of 
resources in the sense of selecting in given circumstances the economically 
most “ efficient ” process or combination of processes of production ; in its 
“maximisation ” approach, however, it assumes, unlike marginal analysis, 
that technically possible variations in factor proportions are limited by a 
given number of processes, each of which requires a fixed combination of 
factors, not admitting substitution and independent of the scale of output.5 

Both linear programming and input-output analysis are in a stage of 
rapid development, and any attempts at considered appraisal of their 
potentialities appear to be premature. Nevertheless, a few general points, 
on the basis of recent contributions to the subject, might be usefully noted. 
While linear programming bears a certain resemblance to the “ efficiency ” 
analysis of welfare economics, and the similarity of the theoretical conclusions 

1 Cf. Karl A. Fox, op. cit. 

1 Cf. J. Chipman, “ Linear Programming,” Review of Economics and Statistics, May 1953; R. 
Dorfman, ‘‘ Mathematical, or ‘ Linear’, Programming: A Non-mathematical Exposition,” 
American Economic Review, December 1953; K.S. Lomax, “ Allocation and Programming in Modern 
Economics,”” Manchester School, September 1953; G. Morton, ‘‘ Notes on Linear Programming,” 
Economica, November 1951. 

* See W. W. Leontief, The Structure of American Economy 1919-1939. 

‘ See in particular R. Dorfman, op. cit., pp. 824-5, and K. S. Lomax, of. cit., p. 187. 

5 Hence production functions, transformation curves and product isoquants are no longer 


smooth curves and become broken lines. (See J. Chipman, of. cit., p. 106; R. Dorfman, op. cit., 
pp. 799-801 and 806-7.) 
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of the two types of maximisation has been stressed,’ in its applied studies it has 
hardly concerned itself with problems of national economic policy. More. 
over, its application to the efficient utilisation of resources of a whole country 
has in principle very serious limitations; in particular, the compatibility of 
** efficiency ” with any degree of unemployment has been given emphasis.’ 
The main significance of programming appears to consist of its ability to 
provide concrete numerical solutions for certain short-period production or 
transportation problems confronting a single planning unit. Attempts to 
introduce dynamic elements into the programming technique and to relax 
the assumption of given prices facing the planners may substantially extend 
the range of problems for which this technique is suited.* So far as the input- 
output model is concerned, recent progress has gone largely in the direction 
of describing changes in the structure of national economy, partly by the 
comparative-statics approach showing structural changes between different 
dates, and partly by introducing a dynamic element in the shape of capital 
coefficients relating changes in stocks of capital equipment to changes in the 
flow of output.‘ The very serious limitations on using the dynamic system 
for more direct types of prediction have been stressed by Leontief himself, 
and while he expresses the hope that by means of a “ multi-phase ” technique 
the model may become useful for tracing out alternative courses of policy, 
he underlines the considerable obstacles encountered in following this 
approach.* An interesting effort has also been made to go beyond the 
framework of input-output tables and to investigate, on the one hand, factors 
determining input coefficients on the basis of engineering data, and, on the 
other, elasticities of substitution in consumption by more conventional 
methods of statistical correlation, but on the basis of anew model.” Accord- 
ing to Leontief, the main challenge of the input-output approach consists of 
its major attempt to widen “radically and effectively ” the empirical basis of 
economics, and of its preference for direct observation whenever possible; 
these features distinguish it from econometric models based on statistical 
inference.’ In the field of practical application the input-output technique 
has been recently used as an aid in appraising the implications of a con- 
templated increase in the national income of Italy, for the output and capa- 
city of various industries and for import requirements.® 

On the whole, the various tools of econometrics have provided a con- 
siderable amount of useful information about certain structural relations of 
economic systems as well as actual solutions of some specific policy problems, 
largely of a technical nature. While these tools have not as yet proved suff- 
ciently reliable to provide a major guide for policy decisions, and certain 


1 Cf. R. Dorfman, op. cit., p. 824, and J. Chipman, op. cit., p. 117. 

2 See J. Chipman, op. cit., pp. 115-17. 

3 Cf. R. Dorfman, op. cit., pp. 822-3. 

4 See W. W. Leontief and others, Studies in the Structure of the American Economy (1953). 

5 Ibid., p. 62. 6 Ibid., pp. 72-6. 

7 Ibid., pp. 13-15 and Chapters 8-12. 8 Ibid., p. 5. 

® See U.S.A. Mutual Security Agency, The Structure and Growth of the Italian Economy, Rome, 
1953 (a study prepared under the direction of Professor H. B. Chenery and Mr. P. G. Clark). 
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inherent limitations on their power accurately to estimate the consequences 
of alternative courses of policy must be recognised, great promise attaches to 
the further development of econometric methods. 


IV 


The pioneering work on the formulation of a theory of economic growth 
is the third type of analysis which appears particularly important in con- 
nection with a discussion of economic theory as a guide to policy. Few 
economists would presumably disagree with the well-established argument 3 
that changes in basic economic data, i.e., population, technology and political 
or legal framework, cannot be studied in economic terms alone, and that 
the prospects of formulating a universal theory of economic development by 
means of a combined effort of social sciences are very doubtful.? Neverthe- 
less, the gradual shift of interest in the field of policy in post-war years from 
cyclical fluctuations to structural maladjustments underlines the importance 
of studies of long-term processes. Research has been proceeding here in two 
separate channels. Efforts are made, on the one hand, to find certain uni- 
formities underlying various aspects of economic growth by means of strictly 
empirical statistical studies, notable examples of which are Colin Clark’s 
Conditions of Economic Progress, Professor Kuznets’ studies of secular changes 
in the composition of the American national product * and the work of 
Professor Lewis on long-term movements in the terms of trade. On the 
other hand, there is the extension of pure theory to dynamic problems, a 
major contribution in this field being Mr. Harrod’s study® analysing the 
process of economic growth, within the first-approximation framework of 
given population and productivity,® on the basis of a fundamental equation 
from which certain meaningful theorems, ¢.g., about the equilibrium growth 
of income, can be derived; the hypothesis itself, although rich in policy 
implications, appears to be too general for direct statistical testing. From 
the point of view of our present discussion, efforts to combine, or bridge, 
these two independent approaches to the study of economic growth are of 
particular interest. 

Econometric models of a dynamic nature, based on the “‘ sequence (or 
process) analysis,” are not as a rule concerned with problems of long-term 

1 Cf. L. Robbins, The Nature and Significance of Economic Science, pp. 131-5. 

* See, however, for pioneering ideas on a theory of growth based on an “ inter-science ” approach 
(including biology as well as social sciences), K. E. Boulding, “‘ Toward a General Theory of 
Growth,” Canadian Journal of Economics, August 1953; it is unlikely that this type of analysis can go 
farther than to outline some interesting similarities between the empirical knowledge collected from 
different fields of science. 

+ §. Kuznets, National Product Since 1869. 

‘W. Arthur Lewis, World Economic Survey, 1919-1939, Part III, and “‘ World Output, Trade 
and Prices, 1870-1960,” Manchester School, May 1952. 

'R.F. Harrod, Towards a Dynamic Economics; see especially pp. 77-100. 

* More precisely, while allowance is made for growth in population and increase in productivity, 
both variables are considered as determined outside the system, and, moreover, technological 


Progress is assumed to be “ neutral ”’ (i.e., leaving relative marginal productivities of capital and 
labour unchanged). 
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economic change.1 On the other hand, Professor Rostow’s recent book, 
The Process of Economic Growth, represents an important attempt to formulate 
a theory of long-term economic development on the dual basis of deductive 
reasoning and wide factual background. A major concept of this study js 
co-operation between economics and other social sciences by means of a 
clearly defined division of the field of research rather than by an integrated 
attack on problems of economic growth.? Thus within a defined framework 
economics would proceed with its own methods, while the determination of 
some crucial factors influencing the economic system would have to be 
studied by other social sciences. This approach is broadly similar to the 
above-discussed concept of exogenous variables in econometric models! 
There is, however, the important difference that it is not some crucial 
economic variables, like autonomous investment, which are considered as 
** exogenous,” but a number of slowly changing socio-psychological para- 
meters, such as “ propensities ” to seek material advance or to accept inno- 
vations, or the propensity to consume. Moreover, the choice of exogenous 
factors is essentially based on the general consideration of what can and what 
cannot be studied in economic terms rather than on analytical convenience 
or on consideration of the factual background of a specific policy problem. 

Many economists are likely to disagree with Rostow’s actual choice of 
the propensities and, moreover, as Professor Hicks has pointed out in his 
review,‘ the system lacks precision and does not provide an econometric 
model. If one considers it, however, as an endeavour to give some broad 
guidance 5 for the direction, or angle of vision, of economic research, within 
a delimited field, in a co-operative effort of social sciences to study the 
problems of economic development, the usefulness of his approach is more 
clearly apparent. 

Professor Samuelson, in concluding his Foundations of Economic Analysis, 
expressed the hope that “‘ further development of analytical economics along 
the lines of comparative dynamics ” will at some future date be helpful for 
the consideration of various questions including “‘ even . . . the majestic 
problems of economic development.” © While considerable progress may 
be expected from the perfecting of econometric tools, it would hardly be 
justified to contemplate accurate forecasts of the consequences of alternative 
policies for economic development, and, even less, of the course of the 
development itself. At any rate for some time to come, it seems that econo- 


1 As Professor Baumol put it: ‘‘ Characteristic of this approach is that the span of time involved 
in the problems considered is rarely more than a few years ” (W. J. Baumol, Economic Dynamics, p. 6). 

2 Cf. W. W. Rostow, The Process of Economic Growth, in particular pp. 7-9; the main argument 
of Rostow is summarised on pp. 10-19 of his book. 

3 Cf. p. 205 above. 

* Cf. J. R. Hicks, review of W. W. Rostow’s The Process of Economic Growth (Journal of Political 
Economy, April 1953). 

5 A basic concept of this nature is the postulate that an “ optimum ” rate of growth principally 
depends on the relation between rates of growth in sectors of the economy and the overall rate of 
growth. (See W. W. Rostow, op. cit., in particular pp. 16-17 and Chapter IV.) 

6 P. A. Samuelson, Foundations of Economic Analysis, p. 355. 








19% 


Se6S3 #-5 8. 








ive 








1955] ECONOMIC THEORY AS A GUIDE TO POLICY 211 


mic analysis in this field 1 can assist policy only in three alternative, or per- 
haps complementary, ways: (i) the tracing out of implications of certain 
simplified relationships attempting to isolate some basic features of economic 
growth; (ii) empirical search for uniform features or “ constant ” relation- 
ships in the various aspects of economic growth, provided care is taken to 
distinguish between accidental statistical uniformities and relations that can 
be causally explained; and (iii) empirical research designed to test certain 
broad theoretical propositions, ¢.g., the crucial importance of structural 
unbalance in the generation of long-term trends in the terms of trade,? 
without, however, the precise framework of econometric models. It may 
well be that the last method will prove most fruitful in this field. 


Vv 


Our brief survey of the progress recently made in the three channels of 
theoretical economic research closely connected with policy appears to 
strengthen the view that there is need for re-appraising the appropriate 
function and the potentialities of theory as a guide to economic policy. Is 
the “ theory of economic policy ” a valid concept at all, and if so, what is its 
correct meaning? Can it form a broad basis for specific prescriptions and 
policy decisions? Should it be regarded as the objective “ basis of an art,” 
as in the approach of Professor Pigou,* or must it be limited to the study of 
the technical methods with the help of which the economist can deal with 
concrete policy problems as they occur and are submitted for his opinion? 
A thorough discussion of these problems among both “ theoretical ” and 
“applied ” economists may considerably contribute to the elucidation of the 
issues involved, and perhaps lead towards a substantial measure of agreement 
on answers to these questions. 

Great efforts are being made to bridge the gap between theory and policy, 
and to provide and test tools of analysis that would be of real use for policy 

cisions. Since, however, research in this field seems to proceed in separate 
channels, a comparative study of the methods used appears highly desirable. 
And, in this connection, it is not only the concept of meaningful theorems, 
the need of which was so forcefully expressed by Professor Samuelson in his 
Foundations,‘ that is important. Besides the question of whether the validity 
of theorems can be tested in principle, there is the essential problem of 
whether they are actually useful for the formulation of policy. Thus con- 
siderably more light could be thrown on the proper relation between econo- 
mic theory and policy by a fundamental comparative review of modern 
welfare economics, of the methods of econometrics (including input-output 
analysis anc programming) and of the pioneering work on the theoretical 


1 Apart from the more specific and historical analysis designed to trace the process of economic 
development of individual countries, like the well-known study of the economic development of 
India by Dr. Vera Anstey. 

* Cf. W. W. Rostow, op. cit., Chapters VI and IX. 

* Cf. A. Pigou, op. cit., p. 5. 4 P. A. Samuelson, of. cit., pp. 4-5. 

5 Cf. W. W. Leontief and others, Studies in the Structure of the American Economy, pp. 3-4. 
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analysis of long-term economic development, all from the aspect of their relative 
usefulness, actual or potential, as a guide to economic policy. Some fifteen years ago, 
Mr. Harrod, in his presidential address, mentioned above,’ on the “ Scope 
and Method of Economics,” emphasised the need for the methodologist to 
** occupy the rear and not the vanguard ” of research, and to appraise what 
has been done or is being done rather than to lay down the direction of 
research for the future.? Some of the lines of research the development of 
which he then expected have now, it appears, progressed sufficiently far to 
warrant a comparative re-appraisal of methods, and the pressing problems of 
policy seem to require that this should be done on the basis of the approach 
just outlined. 

If a comprehensive discussion of these issues leads to a widely accepted 
concept of the relation between theory and policy in economics, a very 
valuable contribution will be made to the clarification of the role of the 
economist in framing economic policy and, indirectly, to the guidance of 
future research. The purpose of the suggestions made below is to provide, 
by means of tentative conclusions from our survey of various important 
current ideas on these problems, a possible starting point for further dis- 
cussion : 

1. It would seem reasonable to acknowledge that it is impossible 
to find objective criteria for ascertaining the desirability of a given 
economic policy, and that the importance of modern welfare economics 
is essentially of an educational nature. 


The need of certain judgments of value in appraising alternative courses 
of action in the economic field, as well as of a certain subjective interpretation 
of the factual environment within which a given policy is framed, appears to 
be inevitable. The “ economic criterion,” * which assumes that within the 
institutional and physical limitations it is desirable that individuals should be 
in a “ preferred position ”’ is in itself an opinion, though undoubtedly one that 
commands a very wide acceptance. The concept of “ efficiency criteria,” 
forming the basis of the “‘ optimum ” conditions of exchange and production 
and leading to the compensation principle, not only gives rise to the con- 
troversy about the possibility of by-passing in this way ethical considerations 
of the distribution of income, but also lacks sufficient concreteness, as Dr. 
Little has clearly shown, to provide a true basis for the guidance of policy. 
Even in the very convincing classical example of the repeal of Corn Laws, 
quite apart from the question of redistribution of income, the reduction of the 
price of wheat is certainly not the only point to be considered; there is the 
change in the terms of trade, in government revenue and in diversification 
of resources, which in a final balance would have to be taken into account. 


1 Cf. p. 198 above. 

® R. F. Harrod, “‘ The Scope and Method of Economics,” Economic JouRNAL, September 1938, 
pp. 383-6. 3 Cf. p. 198 above. 

4 In the Pareto—Hicks formulation of overcoming “ obstacles” created by physical factors and 
promoting individual advancement short of the point at which it adversely affects another person. 
5 Cf. N. Kaldor, op. cit., p. 550. 
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Professor Lutz, in his recent inaugural lecture at the University of Ziirich,} 
showed that there are possible ways in which political beliefs can affect even 
the “explanatory science’ of economics and not only the “ normative 
science” of political economy. While, however, in pure theory this uncon- 
scious bias through the choice of subjects, premises or variables is likely to 
be exceptional, the necessity of some subjective notions in discussing problems 
of economic policy can hardly be denied. In this connection Professor 
Robbins’ concept of “ conventions ” taken from outside the scientific frame- 
work of economics in order to treat policy problems usefully * is clearly 
relevant. Nevertheless, the concept of “‘ optimum conditions ”’ is not devoid 
of purpose. Its educational value is great, not merely for training in con- 
sistent and logical thinking about basic economic relations, but also as a 
means of developing a necessary professional approach to economic policy. 
It enables the economist to look at such fundamental policy questions as 
price fixing or price stabilisation, war-time allocations or special measures 
to safeguard the balance of payments in a significant way not apparent to 
laymen, although it cannot provide him with useful criteria for formulating 
specific advice. 


2. Theories of economic policy conceived as systems of explicit or 
implied recommendations for choice between alternative courses of 
action have, nevertheless, a certain limited usefulness, provided the 
underlying value judgments are clearly stated. 


The view that there are no real prospects for shaping a useful objective 
framework for policy advice on the basis of a further development of modern 
welfare economics does not imply that the only valid concept of the relation 
between theory and policy is the ad hoc approach, of referring to the accumu- 
lated body of analytical principles for assistance in the solution of a concrete 
specific problem as and when it develops. A system of explicit or implied 
prescriptions, based on deductions from certain general premises containing 
some broad value judgments, can often be more helpful for policy formula- 
tion than specific rigorous theorems, meaningful in principle but inapplicable 
inpractice. But it is important that assumptions involving subjective views 
or “ conventional ” opinions, however widely acceptable, should be recog- 
nsed and explicitly defined as such by the author, and that this “‘ unscien- 
tific’ content should be reduced to a minimum. In no case should the 
impression be conveyed to the layman that such prescriptions are con- 
sidered in some sense as unique or universal, to be identified with economics 
itself. With these qualifications, discussion of the implications of general 
types of policy in a given field, based on certain simplifying assumptions and 
combined with an attempt at appraising their respective efficiencies and their 
desirability on the ground of widely accepted criteria, as exemplified, for 
instance, by Professor Meade’s Balance of Payments, is certainly a useful, 

1 A detailed summary of the lecture was published in Neue Ziircher Zeitung, December 17, 1953. 


* Cf. L. Robbins, “‘ Robertson on Utility and Scope,’ Economica, May 1953, pp. 109-10, and 
p. 203 above. 
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though limited, concept of the theory of economic policy. Its significance 
derives largely from the fact that only in this way can one get a compre. 
hensive view of the issues involved in a whole field of economic policy. It 
does not, however, “‘ set the tools ” for the consideration of specific problems, 
since it is too general for that purpose.t Similar observations a _fortion 
appear to apply to studies with a more explicit recommendatory force. 


3. What, on the other hand, appears to be a particularly fruitful 
concept of the theory of economic policy is a comparative study of the 
usefulness of different analytical methods for the consideration of 
major representative problems of economic policy. 


Particular importance attaches to the concept of theory of economic 
policy centred on the analysis of the appropriate methods by means of which 
economic theory can be brought most usefully to bear on the consideration 
of specific policy problems. While Mr. Johnson’s strictures on the “ taxo- 
nomic ” approach to economic policy appear unduly severe, there is certainly 
much substance in his view that the application of economic theory to 
policy “‘ can most usefully be done within the context of a particular problem 
occurring in a particular environment.” ? Nevertheless, the concept of 
theory of economic policy developed below may prove to a large extent 
complementary rather than rival to the approach discussed in the preceding 
paragraph. Dr. Tinbergen has limited his concept of the theory of economic 
policy to the consideration of the techniques by means of which certain types 
of econometric models can be applied to policy problems, and to the appraisal 
of the significance and limitations of this method.* This approach could 
usefully be widened. The starting point would be a statement of certain 
specific but typical policy problems of current importance, ¢.g., structural 
maladjustments in balances of payments, or the process of economic develop- 
ment of under-developed countries with an economy of a certain structure, 
rather than a very general policy objective such as the maximisation of social 
welfare by economic methods, or the assurance of a steady rate of growth of 
an economy in conditions of full employment without inflation. And the 
purpose would be a comparative review of different methods of analysis that 
could be applied to these problems in order to select the most appropriate 
combination of economic tools. For some aspects of current problems 
*‘ input-output ” analysis or “‘ programming” may be more useful; for 
others, econometric models based on “period analysis” or the statistical 
measurement of demand functions; still for others, empirical statistical 
studies of long-term movements without the rigour of econometric models 
and with only a very general theoretical framework. A study of the proper 
combination of such methods for the analysis of representative major prob- 
lems of current policy, with due awareness of non-economic considerations, 


1 Professor Meade’s theory of international economic policy, for instance, does not in fact set 
the course clear for actual consideration of particular issues which he mentions in the Preface to his 
study, ¢.g., the dollar shortage, or the depreciation of sterling. 

2 Cf. p. 197 above. 3 Cf. p. 199 and p. 206 above. 
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seems highly desirable. While concrete, particular problems have always 
some specific features of their own, there is sufficient similarity between 
current economic problems to render this type of research useful. Such 
studies would differ from the ad hoc approach by the systematic nature of 
their investigations and by the representative character of the policy prob- 
lems considered. In no way would this approach restrict the freedom of the 
“tool-making” research attempting to develop new analytical methods, 
but it would tend to provide such new tools with significant tests of their 
applicability, and may well stimulate certain very important methodological 
investigations. While a theory of economic policy conceived in these terms 
cannot provide unique solutions for actual policy problems, it can go a long 
way towards increasing the usefulness of economic analysis. 
H. Tyszynsk1 
Rome. 











NATIONAL INCOME AT FACTOR COST OR 
MARKET PRICES? 


It has become customary to prepare estimates of the national income 
both at market prices and at (so-called) factor cost. The difference between 
these two estimates of any component of the national income is equal to the 
total net indirect taxes on the items in question (i.e., total indirect taxes less 
total subsidies). Both concepts are well established by usage, but the 
national income at factor cost, which traces back to Bowley, Stamp, Flux and 
even earlier, has the longer pedigree. It is not until the fifth of the series 
of White Papers on the national income of the United Kingdom, which 
appeared in April 1945, that we find official estimates of the national income 
at market prices, as well as at factor cost. And it is not until several years 
later that the two estimates appear, in these publications, on an equal footing, 
There is probably still a widespread feeling that the national income at 
factor cost, which has a solid tradition behind it, is the more important 
concept; and that there is something rather fanciful about including indirect 
taxes in the valuation of goods which are subject to duty, as well as the full 
cost of government activity, which is financed, in part, from the yield of 
indirect taxes. The incidence of indirect taxes is arbitrary and very uneven; 
and so it is understandable that they should be regarded as having a dis- 
turbing influence which needs to be removed in order to get a better picture 
of the underlying realities. The simple device of deducting the whole of net 
indirect taxes from expenditure is assumed to give a result which is practically 
unaffected by the peculiarities of indirect taxes. 

The arbitrary character of all national income estimates had, however, 
already been exposed by Hicks,? who showed that, if the national income 
were to be given a welfare connotation, all goods and services ought to be 
valued at their market prices; and that, if it were to have a productivity 
connotation, it would be appropriate to value everything at factor cost. 
Each method of valuation therefore appeared to have its appropriate func- 
tion, although Hicks also showed that a strict interpretation of either set of 
estimates involved a number of rather drastic assumptions, which were con- 
siderably harder to justify on the productivity side than on the welfare side. 

The justification of market prices, in the welfare context, rested on 
the assumption that consumers’ expenditure was distributed over different 
commodities in such a way that the marginal utility of each item was 
proportional to its price. For any one consumer, this was a tolerable 
assumption ; and the fact that such an interpretation would, strictly speaking, 
apply only at the margin (i.e., for comparisons of relatively small changes) 


1 An Analysis of the Sources of War Finance and Estimates of the National Income and Expenditure in the 
Years 1938 to 1944, Cmd. 6623. 
2 ** The Valuation of Social Income,”’ Economica, 1940. 
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could perhaps be glossed over, since national income statisticians had always 
emphasised that the total as such had little, if any, real meaning ; * while a 
large change in the total national income, or in its composition, would imply 
that in any case the whole situation had changed. Government expendi- 
ture, admittedly, gives rise to awkward problems. Some of the services 
rovided by the Government are directly for the benefit of the community 
(defence, health services, etc.) and do not directly contribute to the pro- 
duction of commodities sold in any market. To assume that services of this 
kind, because there are no markets for them, make no contribution whatever 
to welfare hardly seems fair. In such cases an arbitrary assessment has to be 
made and costs appear to be the nearest substitute for market prices; some 
consolation being gained from the belief that, in a democracy, consumers 
could raise their voices if they felt expenditure was too high or too low. 

Any services that are provided by the Government partly for the benefit 
of industry (law and order, education, upkeep of roads, etc.) present a more 
difficult problem, to which there is no generally acceptable solution. It is 
possible to adopt either of two points of view, which have not usually been 
clearly distinguished. On one view, it can be assumed that, just as the 
consumer is not charged a price for services provided by the Government 
directly for his benefit, so he is not charged for any services provided by the 
Government that are incorporated in the products of industry. It can be 
argued that no measure of welfare is available in either case; and that costs 
can therefore be used as a substitute for market prices in the valuation of 
all government services, including those provided free to industry. The 
alternative—and possibly more behaviouristic—view is that the consumer 
isable to compare the market prices with the welfare to be derived from all 
commodities that are sold on the market; and that he regards the market 
price as the relative welfare measure of the whole commodity, including any 
services which may be incorporated in it, whether or not these services 
form part of its cost. On this view it is permissible to use costs as a measure 
of relative welfare only in the cases of those final goods and services that do 
not find their way into any market. There appears to be no way of judging 
which of these two views is nearer the truth; and which treatment is followed 
is therefore largely a matter of choice.? 

Investment is another problem. Though not contributing directly to 
current welfare, it can be regarded as representing so much potential welfare, 
set aside for the future; a serviceable link again being provided by relative 
costs. A rather more serious limitation, not mentioned by Hicks, is that the 
assumption about a single consumer can be generalised to consumers as a 
whole only on the further assumption that the distribution of incomes remains 


1 Cf. Sir Arthur Bowley, writing from a practical point of view, in the Introduction to his 
Wages and Income since 1860: ‘‘ The essence of these studies is not the obtaining of absolute totals, 
but the measurement of changes. Absolute totals depend on the definitions of such classes as 
income (individual and national), wages, earnings, unemployment, occupation. . . . In each case 
there is an element of arbitrariness in definition or classification.” 

* Except that in practice it is very difficult to disentangle those services provided by the Govern- 
ment that are used by industry from those which directly benefit the community. 
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unchanged; in order to get a valid general measure of the change in real 
income, the change has to be the same for everybody. ‘To the extent that 
these assumptions were approximately fulfilled, it was possible to give some 
limited meaning, in terms of welfare, to estimates of total national expendi. 
ture at market prices. 

On the productivity side the case looked rather worse. The total value, 
at factor cost, of all goods and services produced could be given meaning, in 
the productivity sense, only on the assumption that the marginal product of 
each factor was proportional to its price. One could, again, gloss over the 
fact that comparisons should properly be restricted to marginal changes; and 
that the aggregate as such had very little significance. Substantial changes 
in the composition of the aggregate would in any case reduce the validity of 
any comparisons. 

Difficulties arise again over services provided by the Government, 
Those that directly benefit the community can be valued at cost, without too 
seriously violating the general assumptions. But those which are freely 
available to industry place us in a dilemma analogous to that discussed in 
the welfare context. Such services do not form part of producers’ costs; 
there is no market price with which to compare their marginal productivity; 
and so from one point of view it would be reasonable to omit them altogether, 
On the other hand, scarce factors are (presumably) used in producing 
them; and so from another point of view it would be reasonable to value 
such services at the actual cost of the factors used. But, as there is no means 
of relating the marginal productivity of these factors to that of other factors, 
either treatment is arbitrary, and it is impossible to demonstrate that one is 
better than the other. 

The assumption that the prices of all factors are proportional to their 
marginal products, which is borrowed from a world of perfect competition, 
was, of course, recognised to be a tall assumption to make of the world in 
which we live. But, unless this assumption can be taken as at least a crude 
approximation to reality, the factor cost aggregate would seem to lose its 
whole raison d’étre.t 

Much of what has so far been said would, by now, be fairly generally 
accepted. What appears to have been overlooked is that the definition 
given to factor cost, in national income and expenditure estimates, is not the 
same as the definition of factor cost implied in the foregoing argument. As 
used in national income work, the term factor cost is synonymous with— 
and may fairly be said to be a misnomer for—factor rewards or factor incomes. 
The income received by a factor of production will differ from the total cost 
of the factor if the purchase price includes any indirect tax (or if it is reduced 
by a subsidy). It is obvious that proportionality between the price and the 
marginal product of a factor must apply to the actual price paid, 1.e., the 


1 A fuller statement of the limitations of market-price and factor-cost aggregates, as well as a 
account of the practical methods of estimating changes in the real domestic product of the United 
Kingdom, may be found in the present writer’s “‘ Some Problems in the Measurement of Real 
National Income,”’ Income and Wealth, Series IV (Bowes & Bowes, Cambridge). 
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market price of the factor. The market price, in this context, must mean 
the price paid by the purchaser, not the price received by the seller. An en- 
trepreneur who is deciding the proportions in which to combine different 
factors and materials will not be concerned with how much of the price of 
each is accounted for by wages, how much by monopoly profits, or how much 
by indirect taxes. How the payment he makes for a particular factor or 
material is apportioned between other people cannot possibly concern him. 
On the assumptions which we are making—and which we have to make in 
order to give any real meaning to the factor-cost aggregate—the entrepeneur 
merely has to see to it that the marginal product of each factor is proportional 
to its price. Different factors are therefore compared with each other in 
terms of their market prices. The last £1 spent on any one factor should 
yield the same return as the last £1 spent on any other factor; and this must 
apply to all entrepreneurs, at all stages of production. For present purposes 
no distinction need be made between materials and factors, since materials 
incorporate the factors used at earlier stages. In the aggregate, therefore, 
the valuation of the national product (or national expenditure) at factor 
cost should include all payments, including indirect taxes, which are directly 
attributable to factors or materials used up in production. It follows that 
all indirect taxes should be included, except those which are levied after 
the final stage of production, and which cannot therefore affect the pro- 
portions in which different factors or materials have been combined in the 
production process. An indirect tax paid by retailers on goods sold direct 
to consumers should be excluded, since it would not form part of the cost of 
any factor. But an indirect tax paid at any intermediate stage of production 
could affect the proportions in which different factors are combined, at that 
stage, and should therefore be included. The argument applies equally to 
subsidies, which can be regarded as negative indirect taxes. 

Our conclusion is that, except for any indirect taxes that may be imposed 
after the final stage of production (7.e., when there is no further processing to 
be done), national expenditure at market prices is in fact equal to national 
expenditure at factor cost, if the latter is correctly defined. Since this con- 
clusion may seem paradoxical, it is worth considering one or two examples. 

Suppose that a decision is made to encourage home agriculture by means 
of a subsidy payable on agricultural labour. Under competitive conditions, 
more labour will then be attracted into agriculture and, as a result, its 
marginal product will fall; so will its market price. At the same time the 
marginal products and hence the price of labour in other industries will rise. 
After these movements have taken place, and a new “ equilibrium” is 
established, the ratio between the market price and the marginal product of 
labour should again be the same in all industries. The orthodox treatment, 
which gives increased weight to agriculture after the introduction of the 
subsidy, would be justified only if the marginal product of labour employed 
in agriculture rose simultaneously with the rise in its (so-called) factor 
price; but there is no reason to expect it to do so. 

Now consider a second example which illustrates the difference between 
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a tax (or subsidy) imposed at some intermediate stage and one imposed after 
the final stage of production. Suppose that a subsidy of so much per unit of 
output (e.g., a fixed proportion of the price) is imposed on all the produets of 
home agriculture. The effect will be similar to that of a sudden increase in 
the demand for agricultural products. Their prices, excluding the subsidy, 
will tend to rise. Labour will be attracted into agriculture by the offer of 
higher wages. The marginal productivity of agricultural labour, relatively 
to that of other labour, will in effect be raised at one go by the arbitrary 
decision—implicit in the subsidy—to attribute an increased value to agri- 
cultural products; thereafter it will fall and the marginal productivity of 
labour in other industries will rise, consequent on the movements of labour, 
until proportionality between the prices and the marginal products of labour 
in all industries is restored. 

This second example shows that, if agricultural products are sold direct 
to the final consumer, they must be valued, for productivity purposes, at 
their prices excluding subsidy,! otherwise we shall not get the proportionalities 
right. But any which are used as materials by other industries must be 
reckoned into the gross output of those industries at their prices including 
subsidy. When the subsidy is imposed, the cost of the materials to the 
industry using them will fall; the cost of labour, relatively, will rise; and so 
there will be a tendency to use less labour with a given quantity of materials. 
Hence the marginal productivity of labour relative to materials in this 
industry will rise, and vice versa. This alteration in relative marginal 
productivities will be reflected in the altered market prices. Thus the pro- 
portionality conditions will hold good only if output is reckoned in terms of 
the market values of the labour, materials, etc., incorporated in it. 

That productivity should change as a result of the imposition of a tax, 
or subsidy, may seem odd. Is this not precisely what we are trying to avoid? 
Alas, it is easier said than done. Any substantial alteration in prices must 
alter the position of equilibrium and the relations between prices, marginal 
products and marginal utilities, and therefore makes any kind of com- 
parison that much more difficult. The introduction of a tax, or subsidy, is 
no different in this respect from a change in the terms of trade, or the distri- 
bution of incomes, or tastes, or the degree of monopoly in different industries, 
or any other “‘ exogenous ”’ influences. We cannot restore the equilibrium 
of a bygone age by valuing everything ex-tax. We are obliged to take a 
particular date as the starting point for any comparison; and, on the assump- 
tion that equilibrium then prevailed, the comparison must be based on the 
prices in terms of which equilibrium at that date was established. This 
means, as the foregoing argument has shown, that for productivity problems 
we must value all goods at their market prices—except in cases of indirect 
taxes imposed after the very final stage of production, which should be 
excluded. 

Our argument so far has applied to the gross national product as a whole. 


1 By the price excluding subsidy we mean the higher of the two prices (what is usually called 
factor cost) and by the price including subsidy the lower of the two prices. 
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If, however, we wish to consider the contributions to the gross domestic 
roduct of different industries, it is fairly easy to show that the usual concept 
of net output (sometimes called value added) is the one to use. A par- 
ticular industry is concerned with the selling values, excluding any indirect 
taxes, of its products and with the purchase prices, including any indirect 
taxes, of the materials and factors used in production. The operative force, 
causing any tendency to expand or contract, will be the relation between the 
so-called gross output of the industry, i.e., the selling value of its products 
excluding indirect taxes, and its input, z.e., the cost of materials, etc., in- 
duding any indirect taxes. It follows that the difference, which is defined 
as the industry’s net output, correctly represents the relative contribution of 
the industry to the gross domestic product, in either the welfare or the pro- 
ductivity sense—but in the latter case only on the usual assumption of perfect 
competition. We thus reach the paradoxical conclusion that the relative 
contribution of each industry to the gross domestic product is correctly 
measured in terms of factor rewards (usually called factor costs), even though 
the gross domestic product is itself measured at market prices. 

In just the same way, the proportions of the national product attributable 
to different groups of factors are correctly measured by factor incomes; but 
the total of factor incomes will not (if there are any indirect taxes) provide 
acorrect measure of the gross national product, in either the welfare or the 
productivity sense. That the national income, in either of these senses, 
cannot be identified with the sum of the incomes of the factors engaged in 
producing it may, again, seem paradoxical. The paradox is explained by 
the fact that income is not “ realised ” until it is used in the purchase of 
goods and services, which are invariably bought at market prices. There is 
no mechanism which ensures that the income, as opposed to the cost (in 
the sense defined above), of each factor of production is proportional to its 
marginal product. 

How does all this affect the national income statistician? If no indirect 
taxes were imposed after the final stage of production,” the only aggregate 
in which we would be interested, either for welfare or for productivity pur- 
poses, would be the one based on market prices. If indirect taxes were 
imposed on any goods after the very final stage of production,? we would 
also be interested, for productivity purposes, in a total which excluded all 
such indirect taxes. If, in addition, we wanted to know the contributions of 
different industries to the gross domestic product, we would require estimates 
of the net output of each industry, in the usual sense of the term (ji.¢., ex- 
cluding indirect taxes); and if we wanted to know the shares of the total 


1 It is perhaps this paradox, more than anything else, which has stood in the way of a clear 
understanding of the problem. And yet the conclusion is not as paradoxical as it seems, for there 
isno real reason why the relative and the absolute measure of an industry’s contribution to the 
gross domestic product should be the same. 

* Distribution is, of course, assumed to be part of the production process. 

* In the United Kingdom the only taxes of this kind are those which represent the price of a 
privilege, not of a good or service, ¢.g., licences on motor vehicles used for private purposes and 
marriage, dog and gun licences. 
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product attributable to different factors, we would require estimates of 
factor incomes, as ordinarily defined. 

For comparisons over time, it is important, of course, to be able to express 
the gross domestic product in real terms, 7.e., at constant market prices, 
But for the subdivision by industries it is sufficient to have estimates of the 
net output of each industry at current prices; similarly, for the subdivision 
by factors, it is sufficient to have estimates of factor incomes at current 
rates. 

In practice there are two general methods of estimating the gross 
domestic product in real terms: the expenditure method, based on estimates 
of expenditure at constant prices on all types of final goods and services; and 
the output method which makes use of figures of production, classified by 
industries. It is easier, as a rule, to estimate the expenditure on a particular 
item at market prices than at (what is usually called) factor cost; the price 
indices of final goods and services are, in fact, generally based on market 
prices. But the output method depends on estimates of the changes in the 
net output of each industry, which can more easily be estimated net of indirect 
taxes; and any detailed allocation of indirect taxes by industries is bound to 
be very arbitrary. We do not know, when a good is produced, whether it is 
destined for the home market, where it may be subject to purchase tax, or 
for export. And, if a tax is collected (as it often is) between two stages of 
production, how can it sensibly be allocated to either? ‘Thus the output 
method enables us to estimate the contribution to the gross domestic product 
of each industry; but in general it is only by the expenditure method that we 
can estimate the gross domestic product as a whole, which—as we have seen 
—is required at market prices. The expenditure method can also be used 
to estimate the gross domestic product net of indirect taxes; but, apart from 
the interest in indirect taxes per se and in the study of flows, such estimates 
would be useful only because they can serve as a check on the estimates of 
net output obtained by the production method. 

We are therefore able to simplify the demands which we make on the 
national income statistician. He need not be asked to estimate the contribu- 
tions of each industry at market prices, which are not in fact wanted. We 
do not actually require him to estimate the gross domestic product as a 
whole, or its subdivision by categories of final expenditure, at what is usually 
called factor cost, which to avoid ambiguity we would prefer to call factor 
rewards. And he is not required to estimate the net products of different 
industries, or the incomes of different factors, at constant prices. Since 
there are two relatively independent methods of estimating the gross domestic 
product net of indirect taxes, he may, nevertheless, find it useful to prepare 
the two estimates, which would serve to check each other and indirectly, 
therefore, to ensure consistency between the three (or four) sets of estimates 
which are required. These are: the gross domestic product, and its sub- 
division by categories of final expenditure, at current and constant market 
prices (including, as well as excluding, indirect taxes, if any, imposed after 
the final stage of production); the output of each industry at current 
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prices, net of indirect taxes; and the incomes, at current rates, of different 
types of factors. 


The foregoing argument has important implications, hitherto unnoticed, 
on the treatment of imports and exports. The importance, for purposes of 
welfare analysis, of having estimates of the national product, or national 
expenditure, at market prices is not in dispute. But we have seen that such 
estimates + are also relevant to productivity problems. The reason why 
market prices are appropriate, from either point of view, is that these are the 
prices which the purchasers—whether of goods and services, or of factors of 
production—actually pay. These prices will differ from the prices which the 
sellers—of goods, services or factors—receive, wherever there are indirect 
taxes. 

In estimating the gross domestic product by the expenditure method, we 
make use of the equation: 


gross domestic product 
= consumption + home investment ++ exports — imports 


and make separate estimates of the four terms on the right-hand side of this 
equation. If we require the gross domestic product at market prices, each 
of these four terms must be estimated at market prices; and the market 
price must in all cases be the price paid by the purchaser, since (as already 
noted) this is the operative price when the substitution of one commodity for 
another is being considered. It follows not only that all indirect taxes, such 
as customs and excise duties, purchase tax and subsidies (regarded as nega- 
tive taxes), must be included in the value of all consumer goods,” but also 
that any customs duties, for example, must be included in the value of im- 
ports. Indeed, since the estimates of home consumption at market prices 
will include the customs duties on imported consumer goods, these duties 
must be included in the value of imports if the above equation is to hold 
good. Unless customs duties are included in the value of imports, the gross 
domestic product will be shown as rising (falling) whenever we import 
more (less) of the goods that attract customs duties, even though the output 
ofevery domestic industry is unchanged. For the same reasons, the value at 
market prices of any change in the volume of stocks should include any 
customs duties on the stocks in question.® 
It has been suggested that customs duties can, alternatively, be regarded 
as part of the price of importing the goods in question, and hence as part of the 
! With the qualification, mentioned above, about taxes levied after the final stage of production. 
* Remembering that any indirect taxes that are imposed after the final stage of production 
should be included for purposes of welfare analysis, but excluded for purposes of productivity analysis. 
* Duties not actually collected until the goods are released from bond should also be in- 
duded in the value of stocks, to preserve consistency with the figures of consumption. In most 
tases importers are, in fact, legally liable to pay customs duties as soon as the goods arrive in port. 
Inconsequence, the total amount of customs duties attributed to any one year would not (necessarily) 
agree with the amount actually collected in that year. The same is already true of other taxes 


\g., income tax). In such cases the differences—called additions to tax reserves—tend to cancel 
out over a period of years. 
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importer’s contribution to the gross domestic product. But the customs duty 
is paid by, not to, the importer, on the goods which he purchases. There can 
be no case for treating part of the input of an industry as part of its net output, 
There is, in short, no reason to treat customs duties differently from other 
indirect taxes. 

The value of exports at market prices should not, however, include customs 
duties levied by the importing countries. From the point of view of the 
country which produces them, exports form part of final expenditure, and any 
customs duties which they may attract when entering other countries are 
imposed after the final stage of production. In accordance with the pre- 
ceding argument, such duties should therefore be excluded from the value of 
exports, if we are considering problems of productivity. If, on the other 
hand, we are considering problems of welfare within a given country (and it 
is scarcely possible to make valid welfare comparisons between different 
countries), exports do not have any direct effect; it is only via the imports 
purchased in exchange that they contribute to the welfare of the country’s 
inhabitants. Hence any customs duties imposed by the importing countries 
should not, even for purposes of welfare analysis, be included in the value of 
exports. When considering the contribution of imports to welfare, any 
customs duties which they attract should, of course, be included. 

There is, to be sure, a slight “‘ inconsistency” in the treatment here sug- 
gested, in as much as there would be a windfall increase in the total gross 
domestic product of two countries which decided to amalgamate, and yet to 
maintain the customs barriers formerly existing between them. But it 
seems quite safe to ignore the various complications which would result from 
such a very remote contingency. 

J. L. NicHoson 
Central Statistical Office. 
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CHANGES IN SCOTTISH INCOMES, 1924-49 


For many years the rate of increase of population in Scotland, allowing 
for the net loss by migration, has been less than that of the United Kingdom, 
and Scotland’s share of the total population has been falling. The nine- 
teenth-century ratios of 12 and 13% had declined to 11% by 1921 and to 
10% by 1951. The distribution of the working population has reflected 
these changes: in 1921 Scotland supplied more than 11% of the working 
population of the United Kingdom, but by 1951 her share had fallen to less 
than 10%. 

Scottish economic experience has diverged from that of the United 
Kingdom in several other important fields. Unemployment has been higher 
in Scotland and, until recently, fluctuated with greater violence: in the 
1930s about 15% of the United Kingdom’s unemployed were located in 
Scotland, and in the 1940s the proportion was about 20%, of a smaller total. 
Industrial productivity and earnings have been lower in Scotland: analyses 
of the Censuses of Production show that industrial productivity in Scotland 
was 5-10% lower than in England and Wales and, though the evidence is 
incomplete, Scottish earnings have probably averaged 5-10% less than 
United Kingdom earnings. On the other hand, Scotland’s share of the 
movable property of the United Kingdom is much higher than information 
about income from work would lead us to expect. The values of estates 
passing on death, given in the Inland Revenue Reports, show that Scotland 
owns about 12°% of United Kingdom property other than land and buildings. 

The present survey ? has the limited objectives of the earlier national- 
income studies, and attempts to measure how these and other factors have 
been reflected in the movements of Scottish incomes and in income per head 
of population. 


DEFINITIONS AND METHODS 


Scotland is not a sovereign state and cannot be said to have a national 
income in a strict sense. The phrase “‘ Scottish national income ”’ is merely 
a convenient way of saying “‘ Scotland’s share of the United Kingdom 
national income ”’ or “‘ the aggregate of incomes received by or attributable 
to individuals ordinarily resident in Scotland.” ? 

The components of the Scottish national income cannot all be defined 
in the same way as those of the United Kingdom national income: * the 


1 Cf. The Scottish Economy, ed. A. K. Cairncross (Cambridge, 1954), Chapters 6 (by C. E. V. 
Leser) and 11 (by D. J. Robertson). 

* Preliminary estimates have been published in The Scottish Econonty, Chapter 5. 

* Since Scottish merchant seamen and members of the Armed Forces are normally resident in 
Scotland, their incomes are included in the Scottish national income no matter where they happened 
to be stationed. 

‘ The definitions used are those of the Blue Book, National Income and Expenditure, 1946-1951 
(HM.S.O., 1952). The remuneration of shop-assistants is included in the aggregate of salaries. 
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differences are due to conceptual difficulties or the nature of the statistical 
material. ‘These differences concern company profits, net income from 
abroad, the incomes of public corporations, the profits received by the central 
government and the payment of national debt interest, all of which require 
special treatment. Neither is it possible to prepare separate Scottish 
figures for every United Kingdom component: no adjustments are made for 
stock appreciation, because estimates are not always available for the United 
Kingdom, and professional earnings and the profits of “‘ other sole traders 
and partnerships ’’ cannot be separated from the trading profits of companies 
except in the most recent years. 

Estimates of the main constituents of Scottish national income are given 
in Table I. The components involving special difficulties are all included 








TaB_e I 
Scottish Incomes, 1924-49 
£ million 
(1) (2) (3) (4) (5) (6) (7) (8) (9) 
Profes- 
sional 
Em- earnings, 
“ Scottish F » | ployers’ Agri- | profits of | Income 
Year. | national | Wages. | Salaries. | “T° | National | cultural | other sole | from pro- 
income.” ? mcome. | Insurance| income.? | traders | perty.‘ 
contribu- and 
tions. partner- 
ships.® 
1924 430 142 70 8 3 29 — 178 
1925 420 140 72 7 3 30 -- 168 
1926 400 130 72 7 4 30 -- 157 
1927 420 139 74 7 4 29 aa 167 
1928 430 141 75 7 4 28 — 175 
1929 425 140 77 7 4 28 a 169 
1930 400 131 76 7 4 26 == 156 
1931 355 117 72 7 4 22 -- 133 
1932 335 115 72 6 4 19 -- 119 
1933 355 116 74 6 4 18 — 137 
1934 375 124 76 6 4 19 — 146 
1935 390 131 78 7 5 20 -- 149 
1936 425 140 84 7 5 20 — 169 
1937 455 153 87 8 5 21 o 181 
1938 455 158 90 9 5 21 57 115 
1939 495 169 94 13 6 24 -- 189 
1940 605 196 98 41 6 34 —_ 230 
1941 725 230 117 66 7 43 -— 262 
1942 810 258 119 7 50 -— 286 
1943 865 273 120 116 7 53 — 296 
1944 895 277 122 137 7 54 — 298 
1945 855 253 128 138 7 53 _ 276 
1946 810 270 140 58 8 53 101 180 
1947 885 301 148 41 11 57 110 217 
1948 970 354 166 27 16 65 108 234 
1949 1015 376 179 26 20 71 109 234 





























1 No adjustments were made for stock appreciation. 

2 Including wages, salaries and rent. 

®* Included in “ income from property ” except in 1938 and 1946-49. 

4 The trading profits of companies, the trading surpluses of public corporations and profits of 
other public enterprises, non-agricultural rent, net income from abroad and net receipts of national 
debt interest. Professional earnings, etc., are included in most years. Further details are given 
in the Appendix. 
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in “income from property”? (column 9). The remaining components 
(columns 3-8) are defined in the normal way and presented only statistical 
difficuities. 

The sources and the methods used are outlined in an Appendix, but a 
general description may be given at this stage. The first step was to obtain 
continuous series of the components of United Kingdom national income. 
Official data are available for the period 1938-49. For the earlier years, 
the results published by Sir Arthur Bowley 1 were amended to conform with 
the C.S.O. definitions and estimates and with the figures of wages and 
salaries prepared by Miss Chapman.? 

Scottish shares can be estimated in two different ways: first, by in- 
dependent estimates based on purely Scottish figures; and, secondly, by 
applying suitable factors to United Kingdom components. ‘The first method 
is the more satisfactory one, but it is possible to use it for only some of the 
Scottish components. Fortunately this method was practicable for much 
of the calculation in the important categories of wages, salaries and agri- 
culturalincome. The values of the other Scottish components were obtained 
by estimating factors that could be applied to the United Kingdom totals to 
determine Scottish shares. In three cases it is easy to find suitable factors, 
and the second method produced satisfactory results: Scotland’s shares of 
the income of the Armed Forces and of employers’ National Insurance 
contributions were assumed equal to the proportions of Scots in the Forces 
and in the totals of insured employees; and, in a few years, Scottish pro- 
fessional earnings, etc., were obtained from the United Kingdom totals by 
applying factors derived from assessments on individuals and firms in 
Schedule D. The remaining Scottish component—income from property— 
presented formidable difficulties to both methods of calculation. Only in 
the case of non-agricultural rent was it possible to make a satisfactory 
division; the other components all raised special difficulties which are 
discussed in the next section and in the Appendix. 

The survey did not go beyond existing sources of material. These 
sources were never as full as would be desirable since many records have 
never been kept or processed. Because of the nature of the problem and the 
methods and materials used, it is difficult to assess the precise margins of 
aror in the Scottish totals. In general, though the absolute Scottish figures 
are uncertain, the trends revealed in Table I are unlikely to be seriously 
misleading, and the estimates should give a fairly dependable picture of the 
distribution of Scottish income among the different categories.® 


CONCEPTUAL AND OTHER DIFFICULTIES 


The political and economic integration of Scotland and the rest of the 
United Kingdom makes it impossible to use C.S.O. definitions for every 


1 Studies in the National Income, 1924-1938, ed. Sir Arthur Bowley (Cambridge, 1942). 

? Wages and Salaries in the United Kingdom, 1920-1938, Agatha L. Chapman (Cambridge, 1953). 

* The supply of official statistics relating to Scotland has greatly expanded in the post-war 
years, and this has benefited the accuracy of the later estimates. It is unlikely that much can be 
done to improve the accuracy of the pre-1946 estimates. 
No. 258.—voL. Lxv. Q 
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category of Scottish income. Wages, salaries, Forces’ income, agricultural 
income, professional earnings, etc., rent and local authority trading profits— 
covering 70-80% of the Scottish national income—are defined in the normal 
way; but the trading surpluses of public corporations, central government 
profits, national debt interest, company profits and net income from abroad, 
all of which are included in the omnibus category of income from property, 
have to be defined specially for Scotland. 

Scotland’s national income, defined as her share of United Kingdom 
national income, must include part of the profits of public corporations and 
the central government; on the other hand, some of the interest paid on the 
national debt must be debited to Scotland.’ But there are no accepted 
political formule defining Scotland’s shares of these profits and her respon- 
sibility for the payment of national-debt interest. The formula adopted for 
the estimates in Table I was to attribute the receipts and payments to 
individuals on a population basis. This arbitrary method of allocation does 
not provide unambiguous estimates of Scottish income; but it cannot be 
very different from any scheme of division that might be agreed politically 
and, given the objectives of this inquiry, it is desirable to allow for these 
items in the aggregate of Scottish national income. Though the net amounts 
involved have not been very large—in 1949 only 2% of the Scottish aggregate 
came from these items—they have effects on comparisons between Scotland 
and the rest of the United Kingdom, and these effects will vary with changes 
in the relative importance of public profits and the size and distribution of 
holdings of the national debt. 

The C.S.O. defines the trading profits of companies as the profits, before 
tax, of all companies, other than agricultural companies, operating in the 
United Kingdom. Scotland’s share may be interpreted either as the profits 
of all non-agricultural companies operating in Scotland or as the proportion 
of the United Kingdom total attributable to individuals, ordinarily resident 
in Scotland, on the basis of their ownership of the securities of companies 
operating in the United Kingdom. The first interpretation accords with the 
normal definition, but the second does not. The conventional practice 
would be to measure the profits of companies operating in Scotland and at 
a later stage, as part of the calculation of net Scottish income from other 
countries, to make estimates of Scottish receipts and payments of company 
profits from and to the rest of the United Kingdom; but there is no prospect, 
failing a vast inquiry, of obtaining dependable estimates of these three 
variables. The second interpretation by-passes these problems and does 
two jobs at once; we do not need to measure profits earned in Scotland, and 
the net flow of profits to or from Scotland is allowed for automatically in the 
calculation. For these reasons, the unorthodox interpretation was used for 


1 In effect, Scottish payments of national-debt interest are deducted from Scottish receipts of 
such interest, surpluses being added to and deficits being subtracted from the totals of other kinds of 
Scottish income. 

It is only for the whole of the United Kingdom that internal payments of national-debt interest 
can count as transfer income. People in Scotland might choose to hold their wealth in the form 
of government debt, directly and indirectly, to a greater extent than people in England. 
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estimating Scotland’s shares of United Kingdom company profits. This 
method of division means that ‘‘ company profits ’’ in the Scottish national 
income do not represent the profits earned by companies operating in Scot- 
land; thus Scottish profits may rise when companies operating in Scotland 
are doing badly and fall when they are doing well. Another consequence 
is that the Scottish national income is credited with part of the undistributed 
profits of companies operating in other parts of the United Kingdom, and 
that part of the undistributed profits of companies operating in Scotland is 
attributed to individuals not normally resident in Scotland. The gains 
and losses involved are unlikely to balance, so that, relative to the accepted 
definitions, the Scottish national income tends to be over-stated or under- 
stated. In fact, it seems likely that Scottish income will be inflated slightly 
by this exchange because of the relatively high proportion of capital in the 
possession of individuals in Scotland. 

The sources available for estimating Scotland’s shares of United Kingdom 
company profits are not particularly good. The annual estimates were 
prepared, in the main, by applying factors reflecting Scottish ownership of 
the relevant types of capital to the United Kingdom totals. The factors 
were derived from the analyses of estates given in the Inland Revenue 
Reports. These factors put undue weight on the successes and failures of the 
past and, since a moving average is used to obtain factors for individual 
years, damp down year-to-year fluctuations in Scottish income. But no 
alternative method of division is practicable at present, and this technique 
is implicit in one of the recommendations of the Catto Committee on 
Scottish Financial and Trade Statistics.? 

It has already been stated that it is impossible to measure Scotland’s “‘ net 
income from abroad ”’ in conformity with C.S.O. practice. ‘‘ Net income 
from abroad ”’ is, therefore, defined as Scotland’s share of net United King- 
dom income from abroad; it excludes flows of income between Scotland 
and England. The calculations were similar to those for company 
profits, the sums involved being attributed to individuals: for national-debt 
interest paid to foreigners Scotland’s responsibility was taken to be the same 
a her share of the United Kingdom population; for the other payments 
and receipts, factors reflecting the ownership of capital were applied to the 
United Kingdom totals. 

The discussion may be summarised. National-debt interest and the 
profits of public corporations and the central government have to be treated 
abitrarily; the estimates of company profits do not isolate profits earned by 
companies operating in Scotland; and net property income from abroad 
does not include the flows of property income between Scotland and the rest 
ofthe United Kingdom. In addition, undistributed profits in the United 


 “Undistributed profits ”’ is used in the sense of additions to dividend reserves, additions to tax 
tserves, and saving and provision for stock appreciation. 

* Cmd. 8609 (1952), p. 12, para. 30. 

* It has been attempted to allow for these internal flows of property income in the treatment of 
the other components, ¢.g., in the cases of company profits and national-debt interest. 
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Kingdom are allocated on the basis of ownership of company securities, 
The differences in the definitions of company profits and net income from 
abroad, though they lead to estimates that are not comparable with the 
United Kingdom components, largely offset each other or are offset by the 
methods of calculating other types of Scottish property income, and have, 
apart from the difficulty with undistributed profits, little or no effect on the 
comparability of the aggregates of Scottish and United Kingdom income, 
Thus it is only the difficulties caused by national-debt interest, public 
profits and undistributed profits that prevent the Scottish aggregates from 
being directly comparable with the United Kingdom aggregates. The in- 
creasing importance of national-debt interest and public profits helps to 
justify their inclusion in the Scottish totals. The treatment of undistributed 
profits may be defended on the grounds of the simple objectives of the inquiry, 
the economic integration of Scotland and England and the free movement of 
capital within the United Kingdom. In fact, these conceptual differences 
do little to impair the comparability of the Scottish and other (normally- 
defined) national incomes; they affect less than 10% of the Scottish national 
income, and the material or statistical difficulties are probably more 
important. 


INCOME IN SCOTLAND AND THE UNITED KINGDOM 


In this section income in Scotland is compared with income in the United 
Kingdom. Though the comparisons are based on ambiguous Scottish 
aggregates, the picture should not be unreliable. 

Fig. 1 records the movements of money national income, in aggregate 
and per head of population, in Scotland and the United Kingdom. The 
income-per-head curve shows that, in the period 1924—49, income per head 
has been lower in Scotland, fluctuating between 87 and 96% of the United 
Kingdom average. There was a movement in Scotland’s favour during the 
war, but the position was not held in the post-war years. The national- 
income curves show that income has been more variable for Scotland than 
for the United Kingdom. Between 1929 and 1932 Scottish income fell by 
22% compared with 15% for the United Kingdom, and between 1944 and 
1946 the respective falls were 9 and 4%; on the other hand, in the period 
1939-44, Scotland outpaced the rest of the country with an increase of 98%, 
compared with a general increase of only 86%. 

Over the whole period the national-income curves show a small decline 
in the relative economic importance of Scotland—a decline that was to be 
expected because of the movement of population—and the income-per-head 
curve also suggests a small relative deterioration. Between 1924 and 1949 
the increase in the Scottish national income was 136%, compared with 153% 
for the United Kingdom, and Scotland’s share of United Kingdom income 
fell from 10-4 to 9-6% (cf. Fig. 2). This fall was slightly greater than the 
decline in Scotland’s share of United Kingdom population, so that income 
per head fell from 96 to 93% of the United Kingdom average. But the falls 
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are not very big and, in view of the nature of the Scottish figures, these 
conclusions must be presented with caution. 
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Fie. 1.—Jncome and income per head, Scotland and the U.K., 1924-49 


Table II compares the composition of the Scottish and United Kingdom 
tational incomes. Between 1924 and 1949 changes in the distribution of 
income, among the classes of wages, salaries and property income, were 


Taste II 
Income by Distributive Shares, Scotland and the United Kingdom, 1924-49 

















Nl 
Wages.} Salaries.? Property income.* 
Year. Uniied United United 
Scotland, Kingdom, Scotland, Kingdom, Scotland, Kingdom, 

o- % /o° a /0* %. 
1924 37 38 17 20 46 42 
1929 38 38 18 22 44 40 
1932 39 39 22 26 39 35 
1938 39 39 21 24 40 37 
1944 46 46 17 20 37 34 
1949 43 44 19 23 38 33 























imilar in both countries. 


1 Item (3) and parts of items (5), (6) and (7) of Table I. 
2 Item (4) and parts of items (5), (6) and (7) of Table I. 


8 Items (8) and (9) and part of item (7) of Table I. 


But whereas wages absorbed more or less the 


ame proportions of both aggregates, the shares of salaries in the Scottish 


total were lower by 3-4 percentage points, and the shares of property income, 
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including ‘‘ mixed income,’! were greater by the same amount. The 
Scottish deficiency in salaries was compensated, in part, by a relatively high 
proportion of “mixed income”: in 1946-49 salaries averaged 18-19% 
and “‘ mixed income ” accounted for 14-16% of Scottish income, whereas, in 
the United Kingdom, salaries absorbed 22-23% and ‘‘ mixed income ” only 
12-14%. The methods of calculation may have contributed to the emer. 
gence of this phenomenon, but there is little doubt that real differences in 
the proportions of salaries and “‘ mixed income ”’ do exist.” 

In Fig. 2 the Scottish national income and its major constituents are 
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Fic. 2.—Scottish incomes as percentages of U.K. incomes, 1924-49 


shown as percentages of their counterparts in the United Kingdom. 
Scotland received a relatively large share of United Kingdom property 
income—averaging 10-7% over the period 1924-49—and relatively low 
shares of wages and salaries—averaging 9-7 and 8-1%, respectively. The 
trends in these three classes are of special interest. Scotland’s share of 
United Kingdom national income has been falling since the 1920s, but the 


1 Item (8) and part of item (7) of Table I. 
2 The low proportion of salaries is partly due to the Scottish tendencies to organise production 
in relatively small units with few salaried managers and clerks and to employ women where England 
employs men. The concentration of head office staffs, the Civil Service and the highest salaries in 
most occupations in the south of England also exerts some influence. Some of the causes of the 
high proportion of “‘ mixed income ”’ are mentioned on p. 234. 
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downward movement is not equally strong in each class of income. 
§cotland’s share of property income has fallen only slightly, but salaries have 
dropped from 8-5 to 7-9% and wages have fallen from 10-4% in 1924 to 
95% in 1949. These movements in wages and salaries, and the current 
trend of Scottish population, may foreshadow a widening gap between 
income per head in Scotland and the United Kingdom. 

The most important question suggested by these comparisons is why 
income per head should be lower in Scotland than in the United Kingdom. 
This problem is discussed in the concluding section. 


RELATIVE INCOME PER HEAD OF POPULATION 


Between 1924 and 1949 Scottish income per head fluctuated between 87 
and 96% of the United Kingdom average; for the last five years of the 
period the ratio was 92%. An outline of the causes of difference may be 
given using the data for 1949. The Scottish national income in that year 
was £1,015 million, made up of wages and salaries (£630 million), “‘ mixed 
income ”’ (£145 million) and property income (£240 million).1 Scotland’s 
share of wages and salaries was low (9-0%), but her shares of “‘ mixed 
income *” (10-99%) and property income (11-0%) were high in comparison 
with her share of United Kingdom population (10-4%). 

The Scottish deficiency in wages and salaries was due to her relatively 
low proportion of such workers, a higher rate of unemployment and a lower 
level of earnings. Including the Armed Forces, Scotland supplied only 10% 
of the total of United Kingdom employees in 1949, and the heavier incidence 
of unemployment—3% in Scotland compared with 1-5% in Great Britain 
—further reduced Scotland’s proportion of the active labour force. Earnings, 
the remaining factor, appear to have been about 8% less than the average 
for the whole country. 

The most important of these three factors in 1949 was the last one— 
the lower level of earnings in Scotland that has persisted throughout the 
period 1924-49. It is not possible to make a comprehensive analysis of this 
phenomenon, but some of its causes may be mentioned.? Differences in the 
industrial structures of Scotland and the United Kingdom have some effect ; 
but even when these differences are eliminated there is still a definite 
tendency for earnings in Scotland to be lower than in the corresponding 
industries in England. To some extent this is due to the fact that the 
tlmination does not go far enough; though she may not specialise in low- 
paying industries, Scotland tends to specialise in low-paying sections of 
industries, ¢.g., in engineering and textiles. Another cause is the Scottish 
practice of employing more women and fewer men than in England and, for 

1 With reference to Table I, wages and salaries consist of items (3) and (4) and parts of items 
(5), (6) and (7); ‘‘ mixed income” consists of item (8) and part of item (7); and income from 
property consists of item (9) and part of item (7). 

* Cf. Phyllis Deane, ‘‘ Regional Variations in United Kingdom Incomes from Employment, 


1948,” F.R. Statist. Soc., Vol. CXVI, Part II, 1953, and D. J. Robertson, The Scottish Economy, Chapter 
ll. I have also been privileged to see an unpublished paper on this subject by C. E. V. Leser. 
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what remains, a major factor must be the fact that industrial output per head 
is 5-10% lower in Scotland than in England. 

The Scottish share of ‘‘ mixed income” was relatively high at 10-9 
of the United Kingdom total. Scotland appears to have had both a 
relatively high number of such incomes and higher average earnings.? 
To some extent, this reflects Scotland’s specialisation in agriculture. Another 
factor is the Scottish tendency, compared with England, to organise pro- 
duction in relatively small units, thereby reducing the number of salaried 
managers and clerks and increasing the total of “‘ mixed income.” 3 

In 1949 Scottish income from property, excluding ‘* mixed income,” 
was £240 million or 11% of the United Kingdom total. Property income 
per head of population exceeded the United Kingdom average by about 6% 
and, with the assistance of “‘ mixed income,” brought income per head in 
Scotland to 93% of income per head in the United Kingdom, compared with 
a ratio of 87% from wages and salaries alone. ‘The relatively large share of 
11% is very much dependent on the reliability of the estimates of United 
Kingdom capital owned by individuals in Scotland. 

According to the values of estates passing on death, analysed in the Inland 
Revenue Reports, Scotland owns about 12% of United Kingdom capital, 
excluding land and buildings. Since Scotland’s share of the United 
Kingdom national income is of the order of 9-10%, this result is something 
of a paradox. A full examination of the reasons for the high proportion of 
capital in Scottish ownership cannot be undertaken here, but some possi- 
bilities may be indicated. Legal rules and administrative practices do not 
seem to be important. Inclusion of land and buildings lowers the Scottish 
proportion, but there is still much to be explained. The fact that a nine- 
year moving average of the Scottish share of Great Britain’s movable 
capital shows a downward trend, falling from 12-5% in 1924 to 11-7% in 
1949, suggests that the Scottish figures may reflect fortunes made in the past 
and that they may be only beginning to come into line with the economic 
results of more recent years. 

Wages, salaries, “mixed income” and property income combined 
to bring Scottish income in 1949 to 9-6% of the United Kingdom national 
income. This share was divided among 10-4% of the United Kingdom 
population, so that income per head in Scotland was 7% less than in the 
United Kingdom. The main factors responsible for the difference were, in 
order of importance, the lower levels of income from work, the lower pro- 
portion of occupied persons in the total population and the higher rate of 


1 C.E. V. Leser, The Scottish Economy, p. 74. 

2 In 1950/51 the number of individuals and firms assessed in Scotland on trading profits was 
177,590 or 10-5% of the United Kingdom figure of 1,696,767. ‘‘ Net true income ” in Scotland 
averaged £565 per assessment, 9% more than the United Kingdom average of £520. Cf. 95th 
Report of Commissioners of Inland Revenue, Cmd. 8726 (1953). 

8 H. W. Singer and C. E. V. Leser, “‘ Industrial Productivity in England and Scotland,” 7.R. 
Statist. Soc., Vol. CXI, Part IV, 1948, p. 317. 

4 Other possible explanations refer to Scottish frugality, the higher Scottish death-rate, the 
fact that emigrants come home to die, bringing their wealth with them, etc. 
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unemployment. The full effects of these factors were partially offset by 
Scotland’s relatively high shares of ‘‘ mixed income ”’ and property income. 

The relative importance of the causal factors differs in other years. In 
1932, for example, unemployment was more important than in 1949; and 
in the 1920s the Scottish working population had a smaller load of de- 
pendants on its back. This second point is worth emphasising. In 1949, 
other things being equal, the difference in the ratio of occupied to total 

ulation in Scotland and England would have caused real income per 
head in Scotland to be about 3% less than in the United Kingdom. 

Neglecting the less-reliable war-time estimates, the gap between income 
ger head in Scotland and England has not shown many signs of closing; in 
fact, the evidence suggests that it may be increasing. But the differences and 
changes revealed are not very large, and it is doubtful whether one should 
stress the differences or, bearing in mind the margins of error of the present 
figures and the wider regional differences in other countries, lay emphasis on 
the similarities. 

A. D. CAMPBELL 
The University, 
Glasgow. 


APPENDIX 


Only the principal sources and methods are described in this Appendix, and 
details are not given of many of the smaller adjustments used to improve the 
accuracy of the estimates. Some general remarks may be made before discussing 
the individual components. 


(a) The main sources of United Kingdom figures were Bowley,! Miss 
Chapman,? Cmd. 7099, the Blue Book National Income and Expenditure, 1946- 
1951, and the 89th Statistical Abstract. 

(6) The estimates of population for Scotland and the United Kingdom 
include members of the Armed Forces serving away from their countries of 
origin and merchant seamen at sea. 

(c) The estimates for the components have all been adjusted to a calendar- 
year basis, even though this is not specifically stated, e.g., agricultural income, 
income in Schedule D. 


The individual components may be examined in the order in which they are 
given in Table I. 
1. Wages. ‘Two series were prepared for 1924—40. 


(a) The 1931 wage-bill was estimated on the basis of Bowley’s United 
Kingdom wage-bill (Studies, pp. 68-74): the numbers of wage-earners in 
different industries were obtained from the 1931 Population Census; and the 
ratio of Scottish to United Kingdom annual wage-earnings was guessed 
from Census-of-Production figures of net output per head in 1924, 1930 
and 1935 and some information about in wages particular industries. With 
1931 as base, wage-bills for other years were estimated using indexes of 


! Studies in the National Income, 1924-1938, ed. Sir Arthur Bowley (Cambridge, 1942). 
* Wages and Salaries in the United Kingdom, 1920-1938. Agatha L. Chapman (Cambridge, 1953). 
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the earning-strength of Scottish wage-earners and of average annual earnings, 
An earnings-index was calculated for Great Britain from information about 
wage-rates and wage-earnings, and adjusted for Scotland in the light of the 
Census-of-Production ci:anges in net output per head relative to Great 
Britain and occasional information about Scottish wages. 

(6) The United Kingdom wage-bills, calculated by Miss Chapman for 
1924-37 ( Wages and Salaries, p. 41), were spliced to the subsequent official 
estimates. The aggregates of United Kingdom wages below the exemption 
limits were calculated by deducting wages assessed in Schedule E. The 
Scottish shares of these aggregates were estimated from the numbers exempt 
from tax in Scotland and the United Kingdom, allowance being made for 
the relative levels of earnings. Annual Scottish wage-bills were obtained by 
adding these sums and Scottish wages assessed in Schedule E. 


Series (a) and (6) were averaged, and wages in the Armed Forces and agricul- 
ture were deducted to provide the estimates of Table I. 

For 1945-49 the P.A.Y.E. figures of total remuneration for the United King. 
dom, which comprise wages and salaries above certain limits, were subtracted 
from the C.S.O. totals of wages and salaries (including the Armed Forces), to 
obtain estimates of the sums excluded from P.A.Y.E. Scotland’s shares of these 
sums were estimated as in (b), and aggregates of Scottish wages and salaries were 
obtained by adding (i) Scottish remuneration under P.A.Y.E., (ii) Scotland’s 
share of wages and salaries excluded from P.A.Y.E. and (iii) allowances for the 
earnings of non-industrial Civil Servants, the Armed Forces and merchant seamen 
assessed under P.A.Y.E. but not allocated by country. These aggregates were 
divided between wages and salaries in accordance with wages estimates in series 
(a)—continued for 1941-49—and preliminary estimates of Scottish salaries 
(described in 2 (a) below). Wages in the Armed Forces and agriculture were 
deducted to obtain the estimates of Table I. 

For 1941-44 estimates were interpolated on the basis of series (a) for these years 
and the final estimates for 1936-38 and 1945-47. 

In addition to wages in the Armed Forces and agriculture, wages in Table | 
exclude the earnings of shop-assistants. 

2. Salaries. Two series were prepared for 1924-40. 


(a) To Scottish salaries assessed in Schedule E were added the earnings 
of shop-assistants and other salaries below the exemption limits. The un- 
assessed earnings of shop-assistants were estimated in a manner similar to that 
of Bowley (Studies, pp. 75-8). Other salaries below the exemption limits 
were derived from Scottish “‘ residual income,”’ which was estimated on the 
same lines as those used by Bowley (Studies, pp. 78-80). 

(6) This series was based on the United Kingdom salary-bills prepared 
by Miss Chapman for 1924-37 (Wages and Salaries, p. 47), which were spliced 
to the subsequent official estimates. The methods of calculation were similar 
to those described for series (b) of Scottish wages. 


Series (a) and (+) were averaged and, subject to minor adjustments, provided 
the estimates of Table I. 

For 1945-49 Scottish salaries were estimated from the P.A.Y.E. figures. Series 
(a) was continued in a rough way by various devices for 1941-49 and used, in 
conjunction with the series (a) estimates of wages, to divide the aggregates be- 
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tween wages and salaries. For 1941-44 the method used was similar to that 
described for wages. In all years salaries were adjusted to exclude the Armed 
Forces and agriculture. 

3. Income of the Armed Forces. The United Kingdom totals were taken from 
Miss Chapman for 1924-37 (Wages and Salaries, p. 166), and from the official 
national-income figures for 1938-49. The Scottish shares were assumed to be 
equal to the proportions of Scots in the Armed Forces, allowance being made for 
the lower earnings of women. 

4, Employers’ National Insurance Contributions. The United Kingdom totals 
were taken from Miss Chapman for 1924-37 (Wages and Salaries, p. 242) and from 
the official figures for 1938-49. The Scottish shares were assumed to be equal to 
the proportions of Scots in the totals of insured employees. 

5. Agricultural Income. ‘This is equal to the net output of Scottish agriculture, 
including wages, salaries and rents. Official figures of gross Scottish agricultural 
output were available for 1924-25, 1930-31, 1936-37 and all subsequent years. 
Estimates for missing years were interpolated with the help of United Kingdom 
gross output and statistics of acreage, livestock and employment in Scotland. The 
net output totals were obtained by deducting (a) the values of feeding-stuffs, 
stores, seeds and fertilisers imported by Scotland, and (5) payments for machinery 
repairs, fuel, maintenance and miscellaneous charges. The deductions were 
based on some official Scottish figures and on estimates by Bowley (Studies, pp. 
99-100) and J. H. Kirk} for the United Kingdom. 

6. Professional Earnings and “‘ Profits of Other Sole Traders and Partnerships.’ This 
component can be isolated only in 1938 and 1946-49, when United Kingdom 
estimates are available. The Scottish shares were assumed to be equal to the 
Scottish proportions of the trading profits of “‘ individuals and firms ”’ assessed in 
Schedule D. The proportions were calculated from the figures of “‘ net true 
income ’? excluding income from agriculture and horticulture. 

7. Income from Property. Continuous series, on current definitions, cannot be 
prepared for the different types of property income. Thus, one system of classi- 
fication was used for 1924-37 and a second—based as far as possible on accepted 
national-income practice—was adopted for 1939-49. Estimates for 1938 were 
made in both ways. 

1924-38. A partial break-down of the aggregates of property income is given 
in Table III. . There is a considerable amount of over-lapping among the in- 
dividual components: for example, some non-agricultural rent is included in 
“miscellaneous incomes,” and national-debt interest is found in each of four 


classes. 


(a) Non-agricultural rent. These estimates consist of Scottish Schedule A 
“ Actual Income ”’ from the ownership of lands, houses, etc. Agricultural 
income was estimated, using the technique suggested by Bowley (Studies, 
p. 101), and deducted. Income below the exemption limits is excluded. 

(b) Income from British, etc., government securities. ‘This is “‘ Actual Income ”’ 
in Schedule C, consisting of some income from abroad and some national- 
debt interest; it excludes income below the exemption limits. The Scottish 
shares of United Kingdom “ Actual Income” were assumed to be equal 
to the percentages of the net capital values of British estates, credited to 


1 Fournal of the Agricultural Economics Society, June 1946. 
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Scotland in the analyses of personalty in the Inland Revenue Reports. A 
nine-year moving average of these percentages was applied to the United 
Kingdom totals, net of 2% for Northern Ireland. 

(c) Profits from businesses and professions and certain interest. This is pre- 
dominantly “ Actual Income” in Schedule D, the major items being the 
trading profits of companies, local authorities, professional persons and “ other 


Taste III 
Income from Property, Scotland, 1924-38 


£ million 













pp. 58-60. 





Income from fits fi 

: British, Profits from —_ Deduction for 

Year. Non-agri- Dominion and | business, pro- | Miscellaneous | pational-debt 
cultural rent. foreign govern- fessions and income. interest, 
ment securities, | C¢ftaim interest. 
(a (6) (0) d ; 

1924 17 146 so \. a 
1926 14 16 127 36 —36 
1928 14 18 136 40 —33 
1930 16 19 112 49 —31 
1932 17 18 89 25 —30 
1934 16 17 101 35 — 23 
1936 16 16 122 38 — 23 
1938 17 16 122 40 — 23 




















sole traders and partnerships,”’ and national-debt interest not taxed at source: 
income from agriculture is excluded, but some profits below the exemption 
limits are included. Scotland’s shares of Schedule D “‘ Actual Income” for 
the United Kingdom, plus profits taxes excluded from assessment, were 
calculated in the same manner as in (b). The non-salary element of Scottish 
‘* residual income ’’ was added. The resulting series was adjusted to take 
some account of the movements of an index of profits earned in Scotland 
because, though they do not represent profits earned in Scotland, the estimates 
of Scottish profits in Table III consist, to the extent of at least 40%, of profits 
so earned.! 

(d) Miscellaneous income. This consists of residues of property income not 
included in (a), (4) or (c)—the income of charities, income below the ex- 
emption limits and not otherwise included, interest on National Savings 
Certificates, a deduction for income due to foreigners and Scotland’s share of 
central government property income. The amounts involved were small, 
only £10-15 million in each year. But another, more important, item is 
included. Scottish property income for 1938, estimated by the preceding 
methods, differed from the estimate prepared in accordance with the methods 
used for 1939-49. The pre-1938 totals were adjusted on the basis of the 
latter estimate; the amendments involved annual increases of £20-25 
million, which were included in “‘ miscellaneous income.” 

(e) National-debt interest. Scottish receipts are covered in (5), (¢) and (d). 
In each year some debt interest was deducted, Scotland’s shares being 


1 The index is described in The Scottish Economy, ed. A. K. Cairncross (Cambridge, 1954), 
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calculated by applying population ratios to the totals of national-debt 
interest. 


1938-49. Details of the components of property income in this period are 
gven in Table IV. The definitions used are, as far as possible, those of current 
¢.S.0. practice. 























TaBLe IV 
Income from Property, Scotland, 1938-49 
£ million 

Year Non-agri- Trading profits Baad Net income Net national- 

cultural rent. | of companies. tacomse. from abroad. | debt interest. 

(i) (ii) (iii) | (iv) (v) 

1938 23 68 | + 19 1 
1940 24 206 1 
1942 22 264 
1944 22 2761 
1945 21 255} 
1946 22 " 143 | 8 8 «2 
1947 23 173 5 16 — 
1948 23 175 15 23 —2 
1949 23 174 16 24 —3 

















1 Professional earnings and the profits of ‘‘ other sole traders and partnerships ”’ are included. 


(i) Non-agricultural Rent. Estimates of agricultural rent were deducted from 
the C.S.O. figures of the rent of land and buildings. Scotland’s shares of the 
residues were assumed to be equal to her proportions of United Kingdom “ net 
tue income ”’ from houses, etc., in Schedule A. 

(ii) Trading Profits of Companies. For 1938 and 1946-49 the trading profits of 
companies for the United Kingdom were reduced by 2% for Northern Ireland ; 
the Scottish shares of the residues were calculated by applying factors derived 
fom the Inland Revenue personalty statistics. The factors were taken from a 
tine-year moving average, and were intended to reflect Scottish ownership of the 
types of property to which company profits are attributable. The preliminary 
Scottish estimates were adjusted to take some account of the movements of the 
index of profits earned in Scotland (cf. 7 (c)). 

(iii) Public Property Income. In 1938 and 1946-49 Scotland’s shares of the trad- 
ing surpluses of public corporations and the profits of other public enterprises were 
obtained by applying population ratios to the United Kingdom totals. (No 
stious error is caused by allocating the local authority income included in this 
way. 

Wy) Net Income from Abroad. Scotland’s shares of United Kingdom property 
income from abroad, net of receipts by Northern Ireland, were estimated on the 
basis of factors from the personalty statistics. Payments of property income by 
the United Kingdom were divided, roughly, between national-debt interest and 
other payments. Scotland’s contributions towards debt interest paid abroad 
were calculated on the basis of population; her shares of other payments, after 
allowing 2° for Northern Ireland, were obtained by applying the factors used to 
determine Scotland’s shares of trading profits in (ii). 
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(v) Net National-debt Interest. In 1938 and 1946-49 Scotland’s payments were 
calculated by applying population ratios to the totals of debt interest net of 
payments within the central government and the National Insurance funds, 
Scottish receipts were estimated by applying factors derived from the personalty 
statistics to the net totals of debt interest less receipts by foreigners and Northern 
Ireland. Table IV shows Scottish payments net of Scottish receipts. 

Categories (ii)—(v), 1939-45. Separate United Kingdom figures for the 
different categories were not available; only aggregates of professional earnings, 
etc., income from farming, the trading profits of companies, public property 
income and net income from abroad have been published (Cmd. 7099, p. 34), 
These aggregates were brought into line with the officially-revised figures for 
1938 and 1946. Estimates of the Scottish proportions of the main classes of in- 
come included were prepared for each year: population ratios were used for 
public property income; estate duty statistics were the main source of the estimates 
for trading profits and net income from abroad; and it was assumed that the 
Scottish proportions of professional earnings, etc., moved steadily between the 
known proportions of 1938 and 1944—proportions calculated from assessments 
in Schedule D. The factors for each year were combined in a weighted average, 
the weights being based on the estimated movements of these classes of income 
from 1939 to 1945. The annual averages obtained were applied to the revised 
United Kingdom totals, net of estimates of United Kingdom income from farming, 
to arrive at preliminary Scottish estimates. These estimates were amended to 
take some account of the index of Scottish profits. Finally, additions and de- 
ductions were made for national-debt interest received and paid by Scotland, 
allowance being made for interest already covered in net income from abroad. 
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EXTERNAL ECONOMIES AND THE DOCTRINE 
OF BALANCED GROWTH 


Tue object of this paper is to examine an argument advanced by some 
of the most distinguished writers on the theory of economic development, 
to consider to what extent and under what conditions it is valid, and to 
point to some of its implications. 

The argument in question runs roughly as follows. In underdeveloped 
countries there is little incentive to invest capital in the introduction of 
modern efficient methods of large-scale production in individual industries 
producing goods for domestic consumption because the markets for the 
respective industries are too small. Since, however, the adoption of such 
methods in any one such industry would increase the demand for the pro- 
ducts of the other industries, the incentive wouJd be much greater if invest- 
ments in a wide range of consumer-goods industries were undertaken, or 
at least considered, in conjunction. The adoption of investment projects 
which, though unprofitable individually, would be profitable collectively 
would, it is implied, be a good thing. This argument is frequently referred 
to as the “‘ doctrine of balanced growth.” 

Certain elements in the doctrine are adumbrated in Allyn Young’s 
celebrated article on “‘ Increasing Returns and Economic Progress.” The 
doctrine itself is set forth briefly in Professor Rosenstein-Rodan’s ‘‘ Problems 
of Industrialisation of Eastern and South Eastern Europe ” 2 and more fully 
in Chapter 1 of Professor R. Nurkse’s Problems of Capital Formation in Under- 
developed Countries. The argument as presented in the present paper, how- 
ever, does not purport to reproduce exactly the views of any of these 
writers. In the first place they differ to some extent among themselves, 
and secondly, my presentation is either, as outlined above, too rough and 
ready, or else, as expounded below, too pedantically precise, to mirror 
fithfully the explicit thought of any one of them. What I have tried to do 
isto reconstruct the logical presuppositions of a doctrine which, with certain 
variations noted below, is common to Rosenstein-Rodan and to Nurkse. 

We must now attempt to analyse the argument under discussion into 
its explicit and implicit elements. These are as follows: 


(a) The installation in any one of a wide range of home market 
industries in an underdeveloped country or region of a new plant capable 
of operating at a unit cost lower than that of existing production in the 
industry might be financially unprofitable because of the smallness and 
inelasticity of the market for the industry within the country or region 
in question ; § 

1 Economic JOURNAL, December 1928. 2 Jbid., June-September 1943. 
3 |. the small size of a country’s market can discourage or even prohibit the profitable 


application of modern capital equipment by any individual entrepreneur in any particular industry ” 
(Nurkse, op. cit., p. 7). 
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(6) if demand for the product of such an industry were increased 

the installation of the new plant would become more profitable or less 
unprofitable ; 

(c) any increase in output, involving a reduction in unit cost of 
production, in a typical consumer-goods industry will tend to increase 
real income and hence real demand for the products of most other 
consumer-goods industries and thus to increase the profitability of 
installing more efficient plants in the latter provided, however, that 
interest rates do not rise too much; }23 

(d) it follows that the installation of more efficient plants of the type 
described in each of a wide range of consumer-goods industries, though 
unprofitable if undertaken separately, might be profitable if under. 
taken jointly.” 

Moreover: 

(e) The joint installation of such plants, if profitable, would be 
desirable (i.e. would tend to increase real national income) ; and 

(f) because of its effects on the incentive to install efficient new plants 
in other industries the installation of a single plant, though unprofitable, 
might tend to raise real national income. 


The rather odd-sounding proviso about interest rates at the end of step 
(c) in the argument has to be introduced into my scheme to take account 
of the fact that Rosenstein-Rodan and Nurkse usually describe the inter. 
industry relationships dealt with under (c) and (d) above as affecting not 
the profitability—net of interest—of installing efficient new plants but the 
‘inducement to invest’ or “‘ marginal efficiency of investment,”’ i.¢., the 
return on the capital invested in such new plants, including interest as well 
as profits. Now anything which enhances the rate of return on a new plant 
will enhance its profitability also, provided that the relevant interest rate 
does not rise “ too much,” 7.e., provided that the supply of capital is not 
** too inelastic.” 

Let us now consider various steps in the argument in greater detail. 
Step (a) is clearly valid. In a country of low per capita income and/or 
scattered population and/or poor communications the demand in a given 
region for the output of even a generally consumed manufactured product 
may be so small that the output (at minimum unit cost) of a single modern 


1 “* Although the initial displacement may be considerable and the repercussions upon par- 
ticular industries unfavorable, the enlarging of the market for any one commodity produced under 
conditions of increasing returns generally has the net effect... of enlarging the market for other 
commodities’? (Allyn Young, op. cit., p. 537). ‘‘ The industries producing wage goods can thus 
be said to be complementary ” (Rosenstein-Rodan, op. cit., p. 206). 

* “Where any single enterprise might appear quite inauspicious and impracticable a wide 
range of projects in different industries may succeed because they will all support each other in the 
sense that the people engaged in each project now working with more real capital per head and 
with greater efficiency in terms of output per man hour will provide an enlarged market for the 
products of the new enterprise in the other industries ” (Nurkse, op. cit., p. 13). 

® Our authors would not confine the scope of this interaction to consumer-goods industries. 
They do, however, emphasise its applicability as between such industries, and it is on this, as we shall 
see, particularly vulnerable application that I wish to focus my criticism. 
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plant whose installation is under consideration would exceed the total 
previous output of the product in that region. The particular demand 
curve for the output of the projected new plant, though elastic over the 
range of output for which it is displacing previous production, might be 
highly inelastic and steeply downward sloping for higher outputs. The unit 
cost curve of the new plant, even though it lies, for larger outputs, below the 
unit cost of pre-existing production, may lie, for smaller outputs, above that 
wit cost, and for all outputs may lie above the demand curve for the plant. 
Under these conditions it would not be profitable to install the new plant. 

Step (d) in the argument is likewise a valid one. If the particular demand 
curve for such a plant as has been described should be raised, while cost 
wnditions remain unchanged, the effect would obviously be to reduce the loss 
associated with its operation, possibly to turn the loss into a profit. 

The qualification is, however, all important. If, the raising of the 
demand curve were to be accompanied by a raising of the unit-cost curve 
the outcome might well be different. For a rise in the cost curve, taken 
by itself, would tend to reduce the profits, or increase the losses, of operating 
the plant, would reduce the scale of the plant’s output if it were in operation 
and might make it unprofitable to install the plant at all. 

We come now to the central question, with which step (c) in the argument 
isconcerned, as to the circumstances in which the installation of a low unit- 
cost plant in one industry will increase the profitability of a similar installa- 
tion in another industry. 

In a closed economy any increase in the supply of any consumer good A, 
the supply of other such goods remaining unchanged, will tend to increase 
the prices of each of the latter products relative to that of A, though in the 
case of close substitutes the increase will be small. The increase in real 
income associated with the expansion in output of A will normally lead to 
some increases in the demand for non-A commodities as well as for A, and, 
in order that the increase in demand should be confined to A, the price of 
non-A commodities must rise relative to that of A, 1.e., there will be an in- 
crease in the real price of the average non-A commodity. 

This increase in the real price of non-A commodities, provided that it 
is associated with no change in real factor prices, will tend to cause the 
output of non-A commodities, taken as a group, to expand even under 
existing methods of production, and may make it profitable to install new 
large-scale plants. The extent to which this will occur will be greater: 
(a) the lower the income elasticity of demand for A, (4) the less the elasticity 
of substitution between A and non-A, and (c) the greater the elasticity of 
supply in non-A. But there will always be some positive reaction so long as 
the income elasticity of demand for A is less than unity, and the elasticity of 
substitution between A and B less than infinite, and so long as there is a 
positive elasticity of supply for non-A. 

Step (d) in the argument follows directly from the previous steps. 

1 Ie,, an increase in the average price of non-A commodities relative to the average price of all 
commodities including A. 
No. 258.—VOL. LXxv. R 
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Steps (e) and (f) are of a different character from the others in that they 
entail welfare-economic considerations. It is convenient to consider them 
in terms of a conceptual scheme which distinguishes in the case of any change 
in the output of a plant, between: (1) the increment in profits (IP), net of 
return on capital, (2) the increment in direct (social) net product (IDNP), 
and (3) the increment in real national income (IRNI). The IP corresponds 
to the Pigovian marginal (or additional) private net product and the IRNI 
to the Pigovian marginal social net product. The IDNP consists of the 
sum of the IP and the net benefits in the form of real income transferred 
from the firm operating the plant to its consumers, workers, suppliers, etc., 
as a result of the price changes resulting from the change in production, 
The IDNP is measured by the value of the additional output less the value 
of additional factor input, output and input being valued at the average 
prices prevailing over the relevant intervals of the corresponding product- 
demand and factor-supply curves. That the IDNP should be positive is 
the well-known Dupuit test of desirability of a finite change in production, 
The IRNI exceeds the IDNP to the extent that the change in production 
gives rise to economies outside the plant in question. An analysis of such 
external economies, given in the Appendix, shows them to include such 
items as changes in net product in other plants, changes in factor supply 
and changes in the national terms of trade. 

Returning to point (e) in the argument, the introduction of large-scale 
plants in a variety of increasing return industries will tend to reduce product 
prices (without reducing factor prices) in those industries, and will therefore 
confer transfer benefits on the rest of the community. If the net profit of 
the new plants is positive, therefore, the increment in direct net product 
resulting from their introduction will be still more positive. Unless, as is 
improbable, the new plants reduce aggregate factor supplies, bring about a 
deterioration in terms of trade or otherwise give rise to diseconomies outside 
the industries in question, their introduction is bound to enhance national 
real income. 

As regards point (/), for reasons analogous to those just discussed, not 
only any introduction of new plants but also any increased output in existing 
plants which is profitable under imperfect competition is likely to have a 
positive direct net product and make a positive contribution to national 
income. Consequently if expansion in industry A renders profitable the 
expansion of imperfectly competitive industry B the total contribution to 
national income of the former expansion will include, not only the transfer 
benefits which it itself confers, but also the economies to which it gives rise 
in industry B. Even if the expansion at A is unprofitable, its total contribu- 
tion may be positive, thanks to these transfer benefits and external economies. 

A further point, which our authors might have made, but did not, is 
that the expansion of demand for an industry will increase not only the profit 
but also the direct net product involved in introducing a new plant there. 
Consequently, if conditions are such that the joint introduction of plants 
in a variety of industries may be profitable though the plants are individually 
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unprofitable they will also be such that the plants would jointly yield a 
positive net product, even though individually none of them would do so. 

As we have seen, the validity of step (c) depends on the assumption that 
real factor prices will not be affected when the supply of A is increased and 
that of non-A goods remains unchanged. This, however, could happen 
only in a limiting case. Normally real factor prices will be raised or lowered, 
or some raised and others lowered. There is, therefore, a possibility that 
the real prices of the factors entering into the operation of modern plants in 
non-A industries may rise to such an extent as to outweigh the rise in the 
real prices of non-A products, and thus to induce a contraction rather than 
an expansion in output and investment in non-A industries. 

In what follows, we shall assume, in conformity with what appears to be 
the intention of the balance-growth doctrine, that the influence exercised by 
an increase in the supply of A on the real demand for other products is 
randomly distributed among non-A industries with respect to the possibilities 
fr obtaining economies from increased output and investment in such 
industries. In other words those industries which are of a critical size in 
this respect are not, on the average, either specially complementary to or 
pecially competitive with, industry A. 

Suppose, now, there is only one stage of production and only one homo- 
geneous factor of production, “‘labour,”’ which is available in fixed supply. 
Under these conditions the installation of the new plant! at A will increase 
the incentive to install efficient new plants in non-A industries provided that 
the wage-rate does not rise so far as to prevent an expansion of output in 
the average non-A industry. And output in the average non-A industry 
will expand only if labour-input in non-A industries as a whole expands. 
Since the supply of labour is fixed, this can happen only if the input of labour 
atA contracts, i.e., if the employment of labour at the new plant is less than 
theamount of labour released from the other production units in the industry. 

Clearly the employment of labour at A cannot contract if A is a completely 
new industry at which there has been no previous production. Even, how- 
wer, if there has been some previous production, it is probable in an under- 
developed country that this will be carried on in small units under conditions 
constant (long-term) real unit cost. In this case if the new plant is un- 
profitable it is impossible that the employment of labour in the industry should 
decline. 

For since the pre-existing production units operate at constant labour 
wst, the price of the product in terms of wage units will remain constant so 
lng as any of the pre-existing units continue to operate. Aggregate demand 
fr the product will also remain constant, so that the output of the new plant 
will at first merely replace output of pre-existing units. If, at the point at 
which the new plant is itself producing practically the entire previous output 
ifthe industry it is still not profitable, though the product price in terms of 
wage units is almost at the level which made pre-existing production units 


1A “plant,” in this model, may be conceived as a group of workers co-operating in some 
process that requires a minimum number of workers to achieve any output at all. 
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profitable, the aggregate labour-cost—and employment—of the new plant 
must be higher than that of the entire industry prior to its installation, If 
the output of the new plant is further increased, though its average labour 
cost may fall, its aggregate employment of labour must be still further increased, 

It would appear therefore that where there is a single factor of production 
in fixed supply the installation of an unprofitable new plant in industry A, 
even though its unit cost, at the least unprofitable output, is below that of 
pre-existing production, is likely } to induce contraction rather than expan. 
sion in other consumer-goods industries, to yield external diseconomies rather 
than external economies. The installation, over a wide range of such indus 
tries, of a set of unprofitable large-scale plants would render them not less 
but more unprofitable than if they had been installed singly. It would, 
moreover, tend to reduce the real national product. At first sight, this 
might appear to be contrary to common sense, since the new plants were 
described as being more efficient and working at lower unit cost than pre- 
existing production in their respective industries. But this is only true of 
plants which are installed singly. If all the plants are installed together the 
rise in wages will force the typical new plant to operate at a level which 
keeps the labour requirement of its industry approximately what it was under 
pre-existing methods of production, and at this level, as we have seen, the 
unit costs of the new plants will be greater than those of pre-existing produc- 
tion. 

The situation might be roughly expressed by saying that, whereas the 
balanced-growth doctrine assumes that the relationship between industries 
is for the most part complementary, the limitation of factor supply ensures 
that that relationship is for the most part competitive. 

Taking account of the multiplicity of factors of production introduces 
certain complications and qualifications into the argument without greatly 
altering its conclusions. Each industry and method of production is likely 
to have factors which are more or less specific to it. Thus when the new 
plant is introduced at A there is likely to be some fall in the price of factors 
specific to the old-fashioned methods of production in the industry. As 
output in the old sector of the industry is curtailed there will be a decline in 
product price, and a corresponding decline in marginal cost in the form 
of non-specific factors released to other industries, so that the aggregate 
receipts of the new plant will fall short of the value of factors released from 
the older sector of the industry and the plant may be unprofitable even 
though it employs fewer resources than those released from the older sector. 
This creates a possibility, though by no means a certainty, that an unprofit- 
able plant, with a positive direct net product, may effect a net release of 
factors from the industry and thus create external economies.? 


1 This conclusion would be certain but for the possibility that this output from pre-existing 
production units might operate under conditions of diminishing returns. This, however, is more 
likely to occur where several factors of production exist, and is considered below. 

2 If the direct net product is negative, the new plant cannot possibly create external economies. 
For the direct net product of the new plant is measured by its price integral Jess its marginal-cost 
integral. And the net release of resources from the industry is measured by that part of its output 
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Another probable consequence of the multiplicity of factors of production 
js that the weighting or “ mix ” of factors used in running the new modern 
plant at A may resemble more closely the factor mix employed in running 
actual or potential modern plants in other industries than the combination 
of factors employed in production outside A taken as a whole. In this case 
itis possible that even if the plant installation at A on balance increases the 
supply of factors to non-A industries it will so raise the prices of those factors 
which are particularly in demand for the running of modern plants that the 
net effect on the installation of such plants will be discouraging. 

It would appear therefore that, so long as factors of production are in 
fxed supply, the introduction of large-scale production units in consumer 
industries is likely to give rise not to economies but to diseconomies in other 
industries competing for the consumer market unless the former industries 
are already big enough for the introduction of the new plant to make possible 
anet reduction in the resources employed there: that this is unlikely to occur 
where the new unit is unprofitable, and cannot occur unless it passes the 
Dupuit test of the desirability of a “‘ large ’’ investment, 7.¢., unless it has a 
positive direct net product. 

It is noteworthy that the introduction of more efficient production 
methods in a large competitive industry such as agriculture is not only certain 
to be profitable but likely to release factors to other industries so long as 
the elasticity of demand for the industry as a whole is less than unity. 
This suggests that if underdeveloped countries were to press ahead with 
improvements of a financially profitable character in agriculture they might 
do more to make profitable large-scale efficient production in other indus- 
tries, such as manufacturing, which are in a phase of increasing returns, 
than by trying to develop simultaneously a wide range of such manufacturing 
industries. 

Thus far we have assumed a closed economy. The introduction of 
foreign trade makes little difference to the argument. Indirectly, through 
the various mechanisms whereby external equilibrium is maintained, the 
demand for exports varies with the demand for imports. If the scope for 
economies of scale is equal in export and in home-market industries it makes 
no difference which gains at the expense of the other. It will still be true 
that the expansion of industry A will create a balance of economies or dis- 
economies elsewhere, according as A absorbs less or more factors than before. 
Itis, however, sometimes argued that in underdeveloped countries the export 
trades sell on more perfect markets than do the domestic trades, so that 
fewer unexploited opportunities for economies of scale remain in the former. 
Ifso the expansion at A will be more likely to generate external economies 
of scale than the previous argument would imply if, as if often the case, the 
industry A happens to be one which is more competitive in product markets 





which is curtailed, less the marginal cost integral of the new plant. And the price integral of the 
new plant cannot possibly fall short of the marginal-cost integral on the curtailed output of the older 
sector of the industry. So that the direct net product of the new plant must always exceed the net 
telease of resources from the industry. 
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with imports, and/or more competitive in factor markets with exports, than 
it is, in the respective markets, with purely domestic industries. 

In order really to salvage the doctrine of external economies under 
examination, however, it is necessary to drop the assumption that the supply 
of factors of production is fixed in favour of the assumption that the supply 
varies positively with real factor prices. For then, in order that an expan- 
sion in A should increase the profitability of additional output and the in. 
stallation of new plants in industries producing other consumer goods, thus 
generating economies, it is no longer necessary that the employment of 
factors in A should actually decline as output increases, but merely that 
factor employment there should not rise more than the increased factor 
supply evoked by the rise in real factor prices. As we have seen, of our 
authors, only Rosenstein-Rodan explicitly assumes an elastic supply of labour 
in his illustration of the doctrine, though Nurkse, in arguing in terms of the 
inducement to invest, is in effect assuming some elasticity in the supply of 
capital. 

It should be noted that the possibility of expanding the supply of labour 
at a given money wage by increasing the level of money demand would 
not constitute factor elasticity in the sense relevant here, since the whole 
argument is concerned with “real”? demand, and full employment is 
assumed from the start. There are, however, a number of prima fact 
reasons why the supply of factors in an underdeveloped country or region 
may show a measure of elasticity of a sort relevant to the present argument. 
Not all of them, however, are very conclusive. For example: 


(1) The supply of labour from individual workers may increase when 
real wages increase, because the workers are better able and more 
willing to work. But the opposite result is at least as likely to happen 
because the worker wishes to take out part of his real income in leisure, 
and “‘ absenteeism.” 

(2) Higher real wages may attract workers on the margin of the 
labour force into employment, and higher rents may make it profitable to 
bring poorer qualities of land into cultivation. On the other hand, 
higher family incomes may lead to a withdrawal of marginal women, 
children and older workers from the labour force. 

(3) Higher real rewards may tempt workers and capitalists to 
migrate into the country or region in question, thus increasing the supply 
of factors there. Economies facilitated by this means in the area of 
immigration, however, may be balanced by diseconomies in the area 
of emigration. 

(4) Higher real wages in a country at an early stage of demographic 
development may bring about an expansion of population which will 
entail an expansion in the labour force a couple of decades later. Ata 
later stage of demographic evolution, however, higher real wages may 
have a zero or a negative effect on population growth. 

For the purpose in hand the main potential sources of elasticity in 
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the supply of factors of production are the three listed below, which will 
be discussed at greater length. 

(5) In so far as factors of production are themselves products of an 
earlier stage of production—and here we depart from the assumption 
that there is only one stage of production—an increase in the real prices 
of those product-factors may bring about an increase in their supply 
and in the aggregate amount of factors supplied to subsequent stages of 
production. 

(6) Arise in the demand for factory labour may attract workers from 
employments, such as agriculture, where their productivity is very low, 
and thus give rise to a virtual increase in the supply of labour or at least 
an increase in its supply to that sector of industry in which economies 
of large-scale operation are to be obtained. 

(7) Higher interest rates may increase the supply of capital, especially 
from abroad. 

First, let us take account of the “ vertical disintegration ”’ of production 
—the fact that industries buy the products of other industries, as well as 
original factors of production, and that some industries are predominantly 
uppliers of other industries rather than of final consumers. Thus far we 
have considered industries as acting on each other “ horizontally,” through 
the interrelated markets which they serve or the interrelated factors which 
they buy. But industries also affect each other in greater or lesser degree in 
amore direct manner, i.e., “ vertically”’ as suppliers or customers. We 
are concerned with the effect of this “‘ vertical’? connection on the “ hori- 
wntal’? one, to which the balanced-growth doctrine, as expounded by 
Rosenstein-Rodan and Nurkse, primarily refers. 

The introduction, in industries serving final consumers, of more efficient 
large-scale methods of production may encourage increased output in factor- 
producing industries if it tends to raise the prices of produced factors (inter- 
mediate products) more, or reduce them less, than the prices of the original 
factors of production used by the latter group ofindustries. Now, as a matter 
offact, the type of technical changes associated with the substitution of large- 
sale for smaller-scale production not only tend to raise the demand for 
capital relative to labour but also to raise the demand for intermediate pro- 
ducts as compared with original factors as a whole. 

We may assume that, in an underdeveloped country, the industries 
producing factors of production—especially those producing power, trans- 
portation, minerals and capital goods—will, like the consumer-goods indus- 
tries, frequently operate under conditions of imperfect competition, where 
eficient production is hampered by the smallness of the market. The 
stimulus given by the installation of large-scale production in consumer- 
goods industries to profitability, production and investment in the supplying 
industries will therefore give rise to an increase in the net product of the 
latter. This means that the increased use, if any, of original factors in 
expanding the factor-producing industries will permit a more than equivalent 
increase in the supply of produced factors, so that the industries producing 
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for final consumption will secure a net increase in the supply of the two sorts 
of factors taken together. It follows from this that the installation of moder 
large-scale production in one consumer-goods industry, even though it 
involves an increased use of factors of production—in both kinds—may 
nevertheless, in the manner described, leave other consumer-goods industries 
better supplied with factors than before, thus giving rise to economies there, 

It is noteworthy that the chances that the introduction of more efficient 
large-scale operation in one consumer-goods industry will generate economies 
in another such industry are here increased only by reason of economies 
generated at an earlier stage of production. The latter, or “ vertical,” 
type of external economies will, of course, enhance real national income 
just as surely as the former or “ horizontal”? type, and in magnitude are 
likely to be the more important of the two. Moreover, the “ vertical” 
generation of economies operates not only from later to earlier stages of pro- 
duction, but also with even greater probability, from earlier to later stages, 
Thus the expansion of output in a producer-goods industry, provided that it 
involves an increase in net product, will tend to increase the profitability 
of other industries in general, and will encourage economies in such of those 
industries as are operating under increasing returns. 

There can be little doubt but that the conditions for a “ vertical” 
transmission of external economies—whether forward from supplying indus 
try to using industry, or backward from using industry to supplying industry 
—are much more favourable than for a “ horizontal”’ transmission between 
industries at the same stage. ‘There is, therefore, a much stronger case for 
joint planning of the development of industries at earlier and later stages of 
the same “‘ line ” of production than of industries at the final stage of different 
“lines.” The fact that our authors, other than Allyn Young, seem to lay 
more emphasis on the “ horizontal”’ rather than the “‘ vertical” variant 
of the balanced-growth doctrine is probably due to the fact that the external 
economies underlying the former are less frequently discussed in the literature 
than those underlying the latter. But the “ horizontal’’ transmission of 
economies may have been neglected by Marshall and his commentators pre- 
cisely because, where it exists at all, it is relatively unimportant. 

Let us now turn to the possibility, listed at (6) above, that the enhanced 
real demand for labour arising in various branches of secondary industry as 
a result of the expansion and modernisation of one such industry may be 
satisfied by drawing labour away from an overcrowded agriculture where 
its marginal productivity is negligible or relatively low. As already men- 
tioned, Rosenstein-Rodan, in expounding his version of the ‘‘ horizontal” 
variant of the balanced-growth doctrine, explicitly assumes that the labour 
supply for industrial expansion is drawn from agriculture where it would 
otherwise be underemployed. 

There can be no doubt of the fact, attested by many observers, that 
underemployment, in the sense specified above, exists in the agriculture of 
many underdeveloped countries. There can also be little doubt but that 
an expansion in the real demand for labour in any particular industrial 
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branch would attract some of the underemployed agricultural labour to 
scondary industry, and to that extent would improve the prospect of 
reaping economies of scale in the industrial sector as a whole. The crucial 
question, however, so far as the creation of external economies is concerned, 
is whether the expansion of industrial branch A would lead to a transference 
of labour from agriculture to industry sufficient to permit an expansion of 
branches of industry other than A. 

It is by no means clear how this question should be answered. Much 
will depend on the reasons for the prior existence of the agricultural under- 
employment. It is assumed that this is no mere case of inadequacy of 
monetary demand combined with rigidity of money wages in secondary 
industry. ‘There remain two possible lines of explanation. One is that the 
underemployment is voluntary in the sense that real rewards for unskilled 
labour in industry are insufficiently in excess of those in agriculture to 
attract sufficient labour to equalise marginal productivity in the two sectors. 
fven though the marginal product of labour in agriculture be far below that 
inindustry, labour may stay on the land partly because of a family system 
mder which the individual worker is paid according to the average product 
if peasant labour rather than its marginal product, and partly because of 
inertia, and lack of enterprise. 

In this event, however, it seems unlikely that more workers would be 
itracted from agriculture than are absorbed by the initial expansion in 
industry A. For expansion in A, output remaining constant elsewhere, is 
ikely to increase the demand-price for food at least as much as for the 
products of other secondary industries. In so far as this expansion entails an 
increase in real income, it will no doubt tend to raise demand for manu- 
fctures in higher proportion than for food; but the increased output of A 
slikely to be more competitive with other manufactures than with food, and 
the probable transference of income from tax-payers—or whoever bears the 
ses of the expansion at A—to peasants and workers will tend to raise 
demand for food rather than manufactures. For these and other reasons 4 
the real demand-schedule for labour in secondary production outside A 
pears more likely to fall than to rise relative to the schedule of real per 
pita income in agriculture. If the demand for labour A is sufficiently 
tong to draw labour from agriculture it will be sufficiently strong to draw 
itfrom other secondary industries also. The availability of underemployed 
gricultural labour may enable A’s labour force to expand without that of 
ther secondary industries having to contract as much as it otherwise would : 
twill not permit the latter to expand as well. 

A second line of explanation for the initial state of underemployment in 
riculture is that workers, while desirous of moving from agriculture to 
econdary industry, are unable to obtain employment there owing to the 
wificially high level of industrial wages maintained by labour unions, etc. 

1 Though any influences transmitted “ vertically ’’ to basic industries, or any repercussions on 
ther industries of the economies generated in basic industries, are more likely to favour secondary 


mduction than agriculture, on the other hand, the latter is less likely to be affected by scarcity of 
‘ital or intermediate products resulting from the initial expansion at A. 
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In this event much depends on how these wages are determined. It is 
assumed that as the demand for labour expands in industry A industria] 
money wages will rise at least as fast as prices in general: otherwise the 
agricultural unemployment would be of a type curable by mere monetary 
expansion—a hypothesis which we have excluded. If, as might well 
happen, the unions were to take advantage of the increased demand for 
labour in industry A to prevent any whittling away of the original disparity 
between industrial wages and agricultural incomes, this would entail a 
decline in secondary industries other than A unless the prices of non-A 
manufactures were to rise faster than those of agricultural products, which, 
as we have seen, is unlikely. Even if the unions were to confine themselves 
to preventing a decline in industrial real wages, it is quite possible, for the 
reasons discussed in the foregoing paragraph, that the rise in agricultural 
prices would so far outstrip the rise in prices of non-A manufactures as to 
entail a decline in the real demand-schedule for the latter, and hence a 
decline rather than an expansion of employment in non-A industries. 

In all probability some tendency for industrial wages to be artificially 
maintained in relation to agricultural incomes is fairly general in under- 
developed countries. It is obvious that real wages are not in practice raised 
so fast in response to a rise in the real demand for industrial labour as to 
prevent all movement from country to town. This, however, does not 
prove that wages do not rise fast enough to nullify the benefits which the 
several industries would otherwise derive from each other’s expansion. 

Even if secondary industries other than A do not succeed in adding to or 
retaining their labour force, they may still expand if other factors of pro- 
duction become more plentiful. But the mere fact that agricultural labour 
is seriously underemployed provides no guarantee that an expansion in A 
which absorbs more factors than are created by associated economies in basic 
industries will draw sufficient labour out of agriculture to permit an increase 
in output, profits and net product in secondary industries other than A. 

Let us now turn to the third main possibility of factor elasticity, men- 
tioned at (7) above, namely that the supply of capital is to some extent elastic 
with respect to the rate of interest. This assumption, as we have seen, has 
from the start been, in effect, woven into the balanced-growth doctrine by 
Rosenstein-Rodan and by Nurkse in so far as they express that doctrine in 
terms of the inducement to invest (see p. 242) above. 

An elastic supply of capital would undoubtedly facilitate the creation of 
external economies of scale. If capital were in infinitely elastic supply, so 
that additional capital requirements in any industry had no effect on the 
cost or availability of capital for the use of other industries, and if all require- 
ments could be met from domestic saving, then any expansion in industry A 
which did not involve an increased use of factors of production other than 
capital would be fairly certain to generate expansion, and the economies 
associated therewith, in other industries. 

A distinction must be drawn, however, between capital obtained from 
foreign and from domestic sources respectively. When development is 
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financed by foreign capital additional interest or dividends will have to be 
paid to capitalists resident abroad. In order to transfer these sums the 
country in which the development occurs will have to generate an export 
surplus partly by reducing imports and partly by increasing exports. So 
long as export industries offer the same sort of opportunities for economies 
of scale as those producing for the domestic market, the increase in exports 
will have no ill effect. If, on the other hand, no economies of scale are possible 
in export industries only that part of the addition to the national factor supply 
which accrues to home-market industries will generate such economies.! 

How elastic is the supply of capital in fact likely to be in an under- 
developed country or region? This is a question which cannot be satis- 
factorily answered, or even formulated, in terms of the comparative static 
analysis used in this paper—at least so far as capital of domestic origin is 
concerned. Any increase in real income associated with the expansion of 
capital and output at A would tend to raise the domestic supply of saving 
and gradually and cumulatively the domestic supply of capital. In the very 
long run the expansion at A might evoke an additional supply of domestic 
capital large enough to meet its own requirements and leave some over for 
other industries. Within the sort of time period which is of interest for the 
purposes of economic policy, however, capital-expansion in one industry is 
likely to be at.the expense of capital-expansion in other industries, unless 
additional capital is available from abroad in highly elastic supply. 

The transfer of capital from abroad, unlike the increase in supply from 
home saving, is responsive to the increase of interest rates or profit oppor- 
tunities rather than to that of real income in the developing country. 
Though the two types of responsiveness in capital supply resemble each 
other in operating only over time, the bulk of any additional supply forth- 
coming from foreign sources in response to the higher interest rates, etc., is 
likely to appear much sooner than the bulk of any additional supply accu- 
mulated from new domestic savings. 

It is impossible to generalise about the elasticity of supply of capital from 
abroad. In certain cases the supply curve may even be downward-sloping, 
as when the fact that some foreign capital is willing to venture into an under- 
developed country encourages additional supplies at even lower interest 
rates and lower profit expectations. Or the curve may be highly elastic 
for moderate amounts and inelastic for large amounts (if the capital is drawn 
from somewhat restricted circles of investors abroad). Or it may be elastic 
for some industries and inelastic for others. (Frequently the industries for 
which foreign capital supply is inelastic will be precisely the home-market 
industries where the economies of scale are most to be expected.) Or, in 
the case of countries having forfeited the confidence of investors, the supply 
of foreign capital may be highly inelastic all round. 


1 The net addition, if any, to the fact<r supply of home-market industries will be the larger the 
greater the share of import saving in the aggregate improvement in the real trade balance, and the 
smaller the proportion of that improvement which is required to offset deterioration in the terms 
of trade. 
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Inelasticity in the supply of capital from abroad tends to render the doc. 
trine of balanced growth not so much invalid as inapplicable. Even where 
a diversified investment programme would yield a higher return on capital 
invested than would the projects taken individually, the higher cost of 
capital might make the large-scale programme as unprofitable as the piece- 
meal approach. More fundamental is the criticism already noted that even 
where capital is available in elastic supply the mere fact that it is obtained 
from abroad reduces the extent to which it can be used to exploit economies 
of scale in home-market industries and reduces the chances that the com- 
bined investment programme will in fact yield a higher return to capital 
than would the projects taken one by one. 


CONCLUSION 


This paper has examined the basic assumptions underlying a modern 
variant of the balanced-growth doctrine, namely that the introduction of 
lower (unit) cost methods of production involving expansion in the output 
of an industry even if itself unprofitable, will enhance the profitability of 
other industries not specially related to it as customers or suppliers, and, if 
these industries are operating under imperfect competition, will promote 
economies of larger-scale production there. 

We have concluded that the argument, as usually presented over- 
emphasises the repercussions on the demand for, and ignores repercussions 
on the costs of, the other industries, and that, in an economy where factors 
of production are in fixed supply, the introduction of unprofitable though 
efficient large-scale production in one industry is more likely to reduce than 
to increase the profitability of other industries. 

We have seen, however, that the chances are much better for a “‘ vertical ” 
propagation of external economies, from customer industry to supplying 
industry, and especially from supplying industry to customer industry, and 
that developments in industries at different stages in the same “ line” of 
production are more likely to afford each other mutual support than those in 
different lines of production. 

Moreover, the chances that expansion in one industry will generate 
economies in other industries not “ vertically ’’ related to it will be increased 
if economies are generated “ vertically” in factor-producing industries. 
This has the effect of introducing a measure of elasticity into the supply of 
factors of production which is in general favourable to the creation of external 
economies. 

Conditions of elastic supply of labour or capital likewise tend to favor the 
applicability of the balanced-growth doctrine. The overall elasticity of the 
labour supply is, however, likely to be low, and the ease with which labour 
can be transferred from agriculture to non-agricultural industry, where the 
opportunities for economies of scale are greater, has frequently been 
exaggerated. 

As to capital, the domestic supply is likely to be practically inelastic 
within any short period of years. Access to imported capital, on the other 








wets 


as 














1955] EXTERNAL ECONOMIES AND DOCTRINE OF BALANCED GROWTH 255 


hand, varies very much from country to country and from time to time; 
and, in any case, foreign capital is less effective than domestic capital in 
widening the market and promoting economies of scale. 

The chances that diversified development in a variety of industries will 
play a mutually supporting, mutually validating role, as required by the 
balanced-growth doctrine, are greatest when the necessary additional capital 
is obtainable on easy terms, when unions can be prevented from pushing up 
real wages in industry, when reserves of underemployed agricultural labour 
are eagerly waiting to obtain industrial employment, when there are oppor- 
tunities for economies of scale in the basic, factor-producing industries, and 
when, taken singly, the investments in question are only just not profitable. 
When too many of these conditions are absent the combined installation 
over a variety of industries of unprofitable though efficient undertakings 
may have the effect of rendering each of these undertakings still more 
unprofitable than if it had been set up by itself. 

Marcus FLEMING 
Washington, D.C. 


NoTE ON EXTERNAL ECONOMIES 
The term ‘“‘ external economies,” since it was introduced by Marshall, has 
been employed in a variety of senses, often confusing and misleading. The usage 
which I consider to be most convenient for the purpose of welfare economics, and 
which represents a development of that introduced by Professor Kahn in “ Some 
Notes on Ideal Output,” # is the following: 
Let us adopt the following definitions : 

(1) The “‘ increment in direct net product’? of a firm is the sum of any net 
increase in the volume of its sales, Jess any net increase in the volume of its 
purchases (including purchases of labour and other original factors of pro- 
duction), plus any net increase in its real stock of physical assets. This is a 
sum of physical increments valued at current prices. (The fact that output 
is netted not only of purchases from other firms but also of purchases from 
factor-owners makes this a different concept from that of an increase in real 
“ value added.’’) 

(2) The “‘ increment in net factor supply ’’ of a factor-owner (worker, capitalist, 
landowner) is the sum of any increases less any reductions in the supply of 
his factors to different uses. (A transfer of labour to a better-paid use would 
constitute such an increase, but not, of course, an increase in renumeration 
for labour in a given use.) 

(3) The “‘ increment in tax quantum’? associated with any type of transaction 
is the increase in the volume of transactions of this type times the current tax 
rate. Subsidies are counted as negative taxes. 

(4) The “‘ increinent in government services’ consists in the money equivalent 
of any net increase in government services provided without charge, other 
than those provided to firms. 


1 Economic JouRNAL, March 1935. 
* Where adjustments large enough to alter prices are in question the price of each increment 
will be the average price over the corresponding interval of variation on the relevant product- 
demand or factor-supply curve. This average price will be a function of the “‘ path ” of variation 
and thus of the convention whereby that path is determined. 
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(5) The “‘ increment in net psychic income”? of any individual is the money 
equivalent of all additional advantages less additional disadvantages accruing 
to him, other than those arising through changes in his money income, or in 
the nominal purchasing power of that income. This is something of a hold- 
all residual item, containing, for example, not only all changes in satisfaction 
associated with a change in occupation as such, but also those associated with 
changes in the availability of consumer goods at unchanged prices. 

Now the sum of all increments of the first three types will together constitute 
that part of the increment of the real national product which is marketed and is 
statistically measurable.’ Inclusion of the increments of types (4) and (5) will 
add the non-marketed and the intangible elements in the real national product. 
In a closed economy this sum will also represent the increment in the real national 
income. In an economy with foreign trade, however, we must add: 


(6) The increment, resulting from change in the terms of trade, in the 
import equivalent of the existing volume of exports. 


Now, any increment in one of the above mentioned categories may be termed, 
if positive, an “‘ economy ”’ and, if negative, a “ diseconomy,’’ and any economy 
of diseconomy which is brought about by the actions of a particular firm, other 
than a change in its own direct net product, I shall refer to as an “ external” 
economy or diseconomy, respectively, generated by the operations of that firm. 

External economies affecting direct net product, factor supply, tax quantum 
or psychic income can be cross-classified into two main categories : 

A. economies which affect production and enjoyment functions in such 
a way as to increase the outputs of affected firms for given inputs or to in- 
crease the satisfaction derived by persons from given employment and 
consumption patterns ; 

B. economies arising out of production adjustments, employment adjust- 
ments or consumption adjustments, undertaken by the affected firms, workers 
or consumers in response to changes in the market situation resulting from 
the initial operation. 

Where perfect competition is pervasive only external economies of Category 
A can occur. Economies of Category B can occur only in connection with firms, 
workers or consumers operating under imperfect competition or price-fixing or 
subject to indirect taxation. Such economies can accompany infinitesimal adjust- 
ments only where production (or employment or consumption as the case may be) 
has previously been uneconomically organised. Thus a small expansion of input 
and output in a firm resulting from an expansion in product demand can lead to 
an increase in direct net product only when, for reasons of profit-maximisation or 
force majeure, product price has previously been in excess of marginal cost. Where 
large individual adjustments are concerned, however, such as installation of new 
plant, a change in market conditions can make economic an adjustment yielding 
an increase in direct net product, even though such adjustment was previously 
uneconomic. 

1 Summation of the first two types of increments alone would have given us a measure of the 
increment in real national product in which individual products are weighted according to their 
factor cost—a faulty weighting from a welfare-economic standpoint. Inclusion of type (3) 
increments alters the basis of weighting to that of market price. 

2 Cf. J. E. Meade, “ External Economies and Diseconomies in a Competitive Situation,” 
Economic JOURNAL, March 1952. 
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INVENTORY INVESTMENT AND THE SHARE OF 
WAGES IN MANUFACTURING INCOME 


I 


TueE object of this paper } is to suggest an hypothesis which may help to 
explain some features of the cyclical variations in distributive shares. We 
shall examine a determinant of the share of wages in manufacturing income 
which has, so far, received little attention and consider the evidence (all 
American) regarding its behaviour and importance. We shall also discuss 
the relationship of our own argument to the findings of Professor Dunlop,? 
that the share of wages in American manufacturing did vary in the inter- 
war cycles, and of Professor Phelps Brown and Mr. Hart, that the share of 
wages in British national income has displayed remarkable short-run 
constancy. 

It is to the behaviour of stocks that we wish to draw attention. If we 
abandon the traditional equilibrium approach to problems of distribution 
in favour of the disequilibrium method * our analysis can take account of 
changes in stocks and their influence on the share of wages. We first define 
our unit period as the time during which neither prices nor the rate of 
production are altered. The assumption of price maintenance means, of 
course, that our analysis is limited to markets in which entrepreneurs have 
some control over their selling price but, as we propose to limit ourselves 
to the study of manufacturing business, this does not seem unreasonable. 
The disequilibrium approach also means that we must abandon the assum- 
tion, adhered to by Mr. Kalecki in his studies of distribution,’ of short-run 
profit maximisation. We can assume, if we like, that entrepreneurs set out, 
at the beginning of the period, to produce in such quantity and at such price 
as will maximise their short-run profits. Now the percentage profit margin 
or degree of monopoly need bear no particular relationship to any actual 
dasticity of demand. It is a function simply of entrepreneurs’ beliefs or 
expectations about demand and the intention of maximising short-run 
profits does not automatically imply the fact. In this case the mark-up is 
explained while the relationship between expected and actual gross profits 
for the period depends on the correctness of entrepreneurs’ expectations 
about demand. We shall assume that entrepreneurs set out to maximise 

1 An earlier draft of which was read by Professor C. G. F. Simkin, to whom the writer is in- 
debted for many helpful suggestions. 

* J. T. Dunlop, Wage Determination under Trade Unions (English edition, Blackwell, 1950). 

+ E. H. Phelps Brown and P. E. Hart, ‘‘ The Share of Wages in National Income,” Economic 
JournaL, Vol. LXII, No. 246, June 1952, pp. 253-77. 

"See Ralph Turvey, “‘ Period Analysis,” Chapter VIII of W. J. Baumol, Economic Dynamics 
(New York, 1951). 

5M. Kalecki, ‘“‘ The Distribution of the National Income,” in Essays in the Theory of Economic 


Fluctuations, reprinted in A.E.A., Readings in the Theory of Income Distribution, pp. 197-217, and ‘‘ Costs 
and Prices,”’ in Studies in Economic Dynamics, 1943. 
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their profits but actually prefer price stability over the chosen period to 
profit maximisation. 

We could, of course, abandon the assumption that entrepreneurs even 
set out to maximise their profits in which case the original mark-up is left 
unexplained—except by such vague concepts as “‘a fair price” or “a 
normal profit.” Fortunately it does not matter to the present analysis 
whether the mark-up is supposed to be determined by the attempt at profit 
maximisation or not. In either case, by adopting the period method we 
have introduced entrepreneurial expectations, which is a definite gain, 
since the problem is the behaviour of distributive shares over time, and we 
have disposed of the inconveniently rigid relationship between the profit 
margin and the actual, observable elasticity of demand, which is a charac. 
teristic of every attempt to apply static equilibrium methods to the problem 
of distribution. Futhermore, the disequilibrium method enables us to 
explain a constant mark-up without the restriction that shifts in demand 
must be iso-elastic.1_ On the whole, we prefer to retain the assumption that 
entrepreneurs set out to maximise their profits, since this leaves us with a 
theory of price formation, while use of the disequilibrium method frees us 
from the assumption of instantaneous price flexibility. 

We now add to the above the assumption that average prime costs are 
constant, which, though not strictly necessary to the point we wish to 
establish, greatly simplifies its exposition and, for manufacturing business, 
is probably fairly realistic.2 For the moment we shall also assume that 
there are no raw materials, so that unit prime cost consists only of 
labour costs. Then, with given unit labour cost, the division of income 
between wages and gross profits is determined solely by the mark-up so long 
as the volume of output is equal to the volume of sales. This is illustrated 
in Fig. 1. Suppose that, in the period just concluded, OM units were sold 
at a price OP, so that workers’ income was OMLR and gross profits RLQP, 
where ZM is unit labour cost, constant over the relevant range of output. 
It makes no difference whether we assume that the marginal revenue curve 
passed through ZL or that price was fixed by custom or rule of thumb. If the 
entrepreneur expects conditions to be the same in the following period, he 
will once more set his price at OP and produce OM units. Assume, how- 
ever, that demand is less than was expected, D'D! being replaced by D*D! 
so that sales are only ON at the price OP. Now, in spite of the entrepreneur's 
disappointment regarding sales, his wages bill in this period is still OMLR. 
His gross income equals sales minus purchases plus investment or 
ONTP — OMLR + NMLS if his unintended stocks are valued at the direct 
cost of production.* Since ONTP — OMLR + NMLS = RSTP, his gross 


1 Kalecki, “‘ Costs and Prices,” op. cit., p. 14. 

2 See H. Staehle, “‘ The Measurement of Statistical Cost Functions: An Appraisal of Some 
Recent Contributions,” American Economic Review, Vol. XXXII, No. 2, June 1942, pp. 321-33 and 
bibliography given therein; also P. W. S. Andrews, Manufacturing Business (London, 1949), p. 103. 

3 There is, in fact, enormous diversity in the methods of stock valuation actually employed, a 
point to which we shall return later. For the moment, however, current cost of production seems 4 
good approximation for an analytical model. 
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profits are equal to the volume of sales times the unit profit margin whatever 


the change in stocks, so long as stocks are valued at current cost of pro- 


duction. The ratio of wages to gross profits is en = of OW If we 





write » for the percentage profit margin,’ equal to (price minus prime 
OR 1l—up 




















cost)/price, then oS Thus the ratio of wages to gross profits = 
. OF OF however, is the ratio of output to sales or of sales plus in- 
4 oF ae ; 
yentory investment to sales. Hence the distribution of the income of the 
Price pb! 
D2 
P U Q 
D? , 
D 
R 
5 L 
12) 
Quantity ” " 
Fic. 1 


frm between wages and gross profits depends not only on the profit margin but 
also upon stock changes. In any period in which stocks are unchanged ay = | 


and income distribution depends solely on the margin. An increase in stocks 
redistributes income in labour’s favour compared with the distribution deter- 
mined by the margin alone, and vice versa. And although, in this model, 
we have assumed the increase in stocks to be the consequence of disappointed 
expectations, from the point of view of income distribution it is immaterial 
whether stock changes are intended or unintended. In the next part of 
this paper we shall investigate the actual pattern of cyclical changes in manu- 
facturers’ stocks of finished goods and show reason to believe that they are 
mainly unintended. 


? This is only equal to Mr. Lerner’s degree of monopoly (= ‘) when the elasticities of the actual 


and expected demand curves are equal and the entrepreneur is trying to maximise his profits. 
No. 258.—voOL. Lxv. s 
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We must first extend our model to include raw materials, since changy 
in the proportions in which labour and raw materials are combined and iy 
their relative prices both influence distributive shares. We write O and § 
for the volumes of output and of sales respectively, w and r for wage-rate; 
and raw-material prices, / and m for unit labour and unit raw material 
content (measured in the same units as those for which their prices ar 
measured). Gross profits are denoted by z, the wage bill by W = Olw, the 
raw materials bill by 44 = Omr and the selling price of output by P. Now 


a = SP —W — M + (0 — S) (lw + mr) 








= $(P — lw — mr) 
and, if p= a=, 
a=S.,"— (lw + mr) 
WO Ww 
.* rts (lw + mr) 
_ _O.(1—p) 
Su (1+ 7.2) 


This equation, it will be noticed, is similar to the equation given by Kalecki 
in “ Dynamics ” ! with the addition of the output : sales ratio, but differ 
from the equation of “ The Distribution of the National Income,”’ where, 
since the distribution of the whole national income was considered, it wa 
necessary to include a term “ turnover ” to avoid double counting. When 
the aggregation is for a single industry the raw materials included are only 
those purchased from other sectors, and the problem of double counting 
does not arise.? 

It should be emphasised that the relationship we have established i 
between the share of wages and changes in the stock of finished goods only. 
A change in the stock of raw materials cannot alter the distribution of the 
gross income of the firm or industry, since it alters neither the value added 
nor the wages bill, an entry on the debit side of the trading account (pur 
chase of raw materials) being balanced on the credit side (increase in stocks), 
and vice versa. Each change in the stock of goods in process, when the 
rate of output changes, will, however, have a redistributive effect similar 
to that of a change in the stock of finished goods. Its importance wil 
depend on the length of the production period, and it seems unlikely that 
this will be long enough for distributive changes caused by uncompleted 
changes in the rate of output to influence statistics of wages and _ profit 

1 “ Costs and Prices,” p. 17. 


* For a discussion of the problems of aggregation involved in considering an industry, ¢. 
Kalecki, op. cit. 
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compiled annually. We shall see below that the available evidence con- 
firms this view. 

Summing up the results so far obtained, we may say that the share of 
wages in manufacturing depends not only on the average margin, the ratio 
in which labour and raw materials are combined and their relative prices 
but also on the ratio of output to sales or the behaviour of investment in 
stocks of finished goods. We may also notice that in the trade cycle two 
contradictory tendencies are likely to be at work: on the one hand, declin- 
ing sales (in the downswing) will cause unintended stocks to pile up, while, on 
the other hand, the falling volume of sales, combined with depressed expecta- 
tions, will provide entrepreneurs with good reason to attempt to reduce their 
output faster than sales fall. The share of wages depends, in part at least, on 
who wins this race between expectations and events. It will be the task of 
the next part of this paper to review the available evidence and also to dis- 
cuss several matters so far neglected, such as the effect of changing prices on 
inventory valuation. 


II (a) 

We have now to inquire into the actual behaviour in the cycle and the 
importance of the outputs: sales ratio. That there is a “ Lundberg lag ” 
between sales and output is widely accepted on the strength of Professor 
Metzler’s study ! of the American evidence (the evidence on this subject is 
nearly all American), which suggested that, in the period between the two 
wars, output in the United States lagged as much as a year behind sales.? 
This would appear to provide grounds for a definite conclusion regarding 
the cyclical behaviour and distributive influence of the output: sales ratio, 
but the data with which Metzler worked were not altosether satisfactory, 
since he had to compare changes in Net National Product with changes in 
total manufacturers’ and retailers’ inventories (all quarterly), which include 
raw materials, while only inventories of finished goods are relevant to the 
measurement of this lag. When Metzler wrote, however, little progress 
had been made in isolating the behaviour of stocks of finished goods in the 
hands of their manufacturers. Fortunately for us, the evidence on the 
behaviour of the manufacturers’ stock of finished goods is now, thanks to Pro- 
fessor Abramovitz’ study of the American statistics for the inter-war period,® 
considerably better. We shall find that his investigation confirms the exis- 
tence and importance of the Lundberg lag, and thus establishes a definite 
cyclical pattern in the output: sales ratio. For our purposes, this is all that 
isnecessary, while, to establish the Lundberg lag, it is also necessary to show 
that the major cyclical stock changes are unintended.* Since Abramo- 
vitz, however, does not think that price speculation is an important factor 

1 Lloyd A. Metzler, ‘‘ Three Lags in the Circular Flow of Income,” Income, Employment and 
Public Policy, Essays in Honor of Alvin H. Hansen (New York, 1948), pp. 11-32. 

* Ibid., p. 25. 

° eerhtieaetanton Inventories and Business Cycles with Special Reference to Manufacturers’ Inventories 


(National Bureau of Economic Research: New York, 1950). 
* Cf. Metzler, op. cit., p. 25. 
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determining manufacturers’ cyclical stock changes,’ the evidence wil] 
probably serve both purposes. We must bear in mind, too, that our out. 
put: sales ratio is a ratio of volumes, not values. The problem of changing 
valuation is considered separately. 

Manufacturers’ stocks can be divided into three categories, raw materials, 
goods in process and finished goods. The first does not concern us. The 
second we shall continue to neglect in the light of Abramovitz’ conclusion 
that the average production period in American manufacturing is only 
about three weeks.*_ If it is as short as this, the overlap at the beginning and 
end of the year, when the rate of output is changing, can only have a negli- 
gible effect on annual income statistics.2 We are, then, concerned only 
with the third category, stocks of finished goods, which represent some 40% 
of manufacturers’ total stocks. For our purposes, however, stocks of finished 
goods must be further divided into three sub-classes, those which vary so 
closely with output that, from the point of view of income distribution, they 
are neutral, those which vary irregularly and those which are free to vary 
with the trade cycle. Fortunately, these divisions agree very well with 
those made by Abramovitz, and we can examine each in turn. 


1. Stocks whose Behaviour is Neutral 

Any stocks which vary closely with output—small lag or none—will be 
neutral from the point of view of income distribution. This is likely to be 
the case with manufactured perishables (neutral or even irregular; see 
below). The main item in this class, however, is the stock of goods made to 
order from non-agricultural raw materials, which will move very closely 
with output. Abramovitz estimates that while about half of manufacturing 
output is made to order, stocks of this class represent only some 15-25% 
of total stocks of finished goods.’ From the present point of view, stocks 
in this class are very similar to stocks of goods in process, although so far as 
there is a lag it will probably be of the same nature as that shown by free 
stocks, and will therefore produce the same tendencies, though less strongly, 
as those caused by the behaviour of free stocks. 


2. Stocks whose Behaviour is Irregular 

Abramovitz describes as “‘ supply dominated ” the output of some goods 
which are manufactured from agricultural raw materials which are not 
readily stored or imported.® If the finished product is perishable stocks will 
necessarily be small,’ while if it is durable stocks will rise and fall with 
production. Any changes in income distribution caused by the behaviour 
of these stocks will be erratic from the point of view of the trade cycle, since 
the output: sales ratio will depend on the chance relationship between raw- 


1 Abramovitz, op. cit., pp. 127-31. 2 Ibid., p. 173. 

3 In some industries the manufacturing process is “‘ discontinuous,” so that stocks of goods in 
process or, rather, goods between stages, can move independently of final output. An increase in 
the degree of vertical integration will increase the proportion of goods in process in this category. 
On the whole, however, total stocks of goods in process are expected to move closely with output. 
4 Abramovitz, op. cit., p. 159. 5 Ibid., p. 242. 

6 Ibid., p. 311 and pp. 319-20. 7 Ibid., p. 321. 
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materials supply and demand. Abramovitz estimates that some 15-20% 
of manufacturers’ stocks of finished goods are to be found in this class.* 


3, Stocks Which are Free to Vary With the Cycle 


The irregular and neutral classes have accounted for some 30-45% of 
socks of finished goods, leaving 55-70% in this class, in which we find two 
of Abramovitz’ divisions. These are: (a) durable staples made from non- 
agricultural raw materials for stock rather than to order, estimated at 
50-60% of total stocks of finished goods,? and (4) durables made from 
agricultural raw materials with “ demand-dominated” output cycles. 
These must account for the balance of the stocks of finished goods—Abramo- 
vitz puts them at 15-20%.8 

These two classes of stocks behave in the same way,‘ so we may content 
ourselves with a description of the behaviour of the first. Unfortunately, 
there are no complete figures for this class (indeed there are virtually none 
atall for stocks of finished goods taken separately) so that Abramovitz had 
to work with a sample of eighteen series.5 Of the eighteen, fifteen conform 
imersely to the business cycle.6 The finding is that stocks in this class 
“move inversely during the cycles in business activity” but that this ten- 
dency “‘is subject to an important qualification: if an expansion or con- 
action is long, say over two years, stocks tend to reverse direction and move 
together with production and shipments during the latter portion of the 
phase.” 7 Thus in the shorter cycles output changes less than sales. Abramo- 
viz goes on, “‘ when shipments turn down after the peak of business, invest- 
ment leaps up sharply,” and explains that : “ Manufacturers, presumably 
caught off guard by an unexpected cyclical decline in sales, were unable 
to reduce their rate of fabrication soon enough. During at least the early 
months of most contractions, the rate of accumulation of stocks increases, 
then levels off.”” Later on, these stocks “‘ must become an increasing burden 
on the companies holding them.” Whether or not, in cycles of short or 
moderate length, liquidation actually starts before business revives is in 
doubt. 


** All these observations may be repeated for business expansions. 
The upturn is accompanied by a sharp reduction in inventory invest- 
ment. The downward movement continues for some months, then 
levels off. In long expansions the rate of liquidation falls before the 
_— in business, then accumulation begins. But in short or moderatel 
ong expansions the evidence that investment turns up before the peak of 
business is passed is doubtful.’’ 


1 Abramovitz, op. cit., p. 311. 2 Ibid., p. 246. 

* Ibid., p. 311. * Ibid., pp. 318-21. 

‘For a discussion of this method see Ragnar Nurkse, ‘‘ The Cyclical Pattern of Inventory 
lnvestment,”’ Quarterly Fournal of Economics, Vol. LXVI, No. 3, August 1952, pp. 385-408. 

* Two, automobile tyres and inner tubes, do not properly belong in this class, because the series 
idude stocks on consignment to dealers. The three which do not conform inversely are inner 
tubes, miscellaneous enamelled sanitary ware and lavatories (Abramovitz, op. cit., pp. 246-8). 

" Ibid., pp. 405-7. 8 Ibid., pp. 468-9. 
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We think that this provides a tolerably conclusive answer to the question, 
Stocks of certain classes of goods, admittedly, are not free to lag in the trade 
cycle, but they are neutral or, at worst, irregular. Hence neither of these 
classes can regularly behave in such a way as to offset the effects of the free 
class. The behaviour of this class shows that, so far as technical conditions 
of production and marketing permit, the tendency is for manufacturing 
output to be stable compared with sales.1 This means that, in those 
manufacturing industries which produce staples to stock, the output : sales 
ratio will rise in the downswing and fall in the upswing, provided that the movements ar 
not too long, increasing the share of labour in the downswing and reducing it in the 
upswing, even if the average margin is unchanged. At the same time the 
evidence confirms the existence and length of the Lundberg lag in those 
trades in which a lag is technically possible. 


II (4) 

In our model of the individual firm we assumed that stocks were valued 
at current direct cost of production so that, with a given mark-up, the 
redistributive effect of a change in stocks depends solely on its size in rela- 
tion to the volume of output. In practice, there is considerable diversity 
in the way in which stocks are valued, and departures from the current 
direct cost rule will affect the results of stock changes on income distribution. 
The more stocks are valued above current direct cost (that is, the smaller 
the difference between the book-entry value of a unit of output put to stock 
and the selling price of a unit taken from stock), the smaller will be the 
redistributive effect of a stock change of a given volume. We must there- 
fore attempt to discover how American business-men did actually value 
their stocks in the inter-war period. We shall deal with the question of 
how closely stock values would correspond to direct costs if prices were 
unchanged and then go on to discuss the effect of price changes. 

The available evidence is reviewed by Abramovitz.? It consists mainly 
of a survey, conducted by the National Industrial Conference Board in 
1938,° of the practices prevailing in a sample of 800 firms. These firms 
were asked to select, from a list of six, the method of inventory valuation 
employed. From our point of view the results are not particularly illu- 
minating, since we cannot tell how much overhead is contained in such 
valuations as “‘ Lower of Cost or Market,” “‘ Actual Cost of Specific Lots,” 
** Average Cost,” “ Standard Cost” or “‘ Basic or Normal Cost.” More 
helpful is Abramovitz’ conclusion, based on the N.I.C.B. survey and an 
inquiry conducted by the National Association of Cost Accountants,‘ that 

1 But compare Andrews, Manufacturing Business, op. cit., p. 263, where the opposite is suggested. 
It may be that British and American experience on this point is different, but it seems unlikely. 

2 Appendix A, especially pp. 524-7. 

3 ** Prevailing Practices in Inventory Valuation,” Studies in Administrative Control, No. |, 
February 1938. 

4 “ Finished Goods Inventory Practice,”’ V.A.C.A. Bulletin XXI, No. 14, Section III, March 15, 


1940. I regret that I have not been able to refer directly to these sources, as they are not available 
in New Zealand. 
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stocks of goods which have been processed by their owners “ are valued at 
their purchase cost plus an allowance for the cost of labour directly em- 
ployed in processing plus an allowance for overhead expenditures. The 
allowance for overhead is seldom clearly defined, varies in detail from 
industry to industry and often from firm to firm.” 1 Now any allowance 
for overhead in inventory valuation tends to reduce the redistributive 
effect of stock changes, but it seems that a considerable gap does normally 
exist between inventory price and selling price. Abramovitz thinks it likely 
that “‘ many companies omit a substantial fraction of overhead in valuing 
finished and process inventories,” ? e¢.g., depreciation and amortisation, 
taxes other than on income, rent and royalties, profits, office and selling 
costs. This seems to leave little save power, light and heat, maintenance 
and factory supervision. If this is correct, then we need make little modifica- 
tion to our analysis to allow for departures from direct cost in inventory 
valuation. 

We must now turn our attention to the problem of the effect on stock 
valuation of price changes. In the United States inventory appreciation 
was part of taxable income until 1939, and it was only after that date that 
the “ last-in-first-out” method of inventory accounting was made legal for 
tax purposes. In the period with which we are concerned inventories were 
valued on the “ first-in-first-out ” basis.? This gives reality to our assump- 
tion that stocks of finished goods are valued at current cost. On the other 
hand, we cannot be sure that all firms did in fact write down their inventories 
in times of falling prices. Only 40% of the firms in the N.I.C.B. sample 
already referred to reported that they valued stocks of finished goods at 
“The Lower of Cost or Market,”’ but, as Abramovitz asked “*. . . did all 
the firms that supplied markdowns to market prices answer (in this category) 
no matter what measure of cost they employed? ”’* In a firm that does not 
write down its stocks at a time of falling prices the redistributive effect of an 
increase in the volume of finished stocks in the downswing will be offset by 
the fact that company income will include something more than the direct 
cost of these stocks. 

On the other hand, the application of F.I.F.O. to stocks other than of 
finished goods raises a new question. Manufacturers’ stocks of raw materials 
and goods in process conform positively in the cycle § (although raw mater- 
ials lag), but their volume changes, as we have already pointed out, do not 
affect the distribution of income. If, however, their revaluation has a 

1 Op. cit., p. 524. 2 Ibid., p. 533. 

8 This has been well described by George Terborgh (‘‘ Manufacturing Inventories During and 
After the World War,” Federal Reserve Bulletin, Vol. XX VII, No. 7, July 1941, p.616 note). ‘* Under 
the ‘ first-in-first-out ’ system, which for inventory valuation purposes may be translated to ‘ last- 
in-last-out,’ the closing inventory, even when unchanged in physical amount from the opening, is 
assumed to be composed of the most recent acquisitions, hence is valued at the cost of such acquisi- 
tions (barring write-downs to ‘ market’). The cost is higher, in a period of rising prices, than the 
cost of the opening inventory similarly computed. Since the excess of the closing over the opening 
inventory is treated as a deduction from the cost of goods sold during the year, it has the effect of 


increasing the net profit by a like amount.” 
* Op. cit., p. 526. 5 Abramovitz, pp. 313-15. 
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considerable influence on manufacturers’ profits, this alone will cause 
variations in the share of wages in reported, accounting income. Terborgh 
is of the opinion that such revaluation has, in fact, been responsible for a 
considerable part of manufacturers’ reported profits. He estimated that 
in the period 1916-18 manufacturers’ net profits were 50% higher than they 
would have been had stocks been valued on the L.I.F.O. basis and that, in 
1920-21, they were half what they would have been had stocks been valued 
on that basis.1 The consequences for the share of wages in manufacturing 
(and national) income of including or excluding changing inventory valua- 
tion have been demonstrated by Dunlop.? He shows that: 

** The adjustment of net income for changing inventory valuations 
and for the difference between depreciation and depletion at cost 
prices and current reproduction prices . . . shows a smaller rise in the 
share (of wages) during depressions than with the unadjusted valua- 
tions. ... This result is to be expected since the adjustment reduces 
the amplitude of income fluctuation.” * 

Dunlop does not, however, appear to notice the separate influence of 
changes in the volume of stocks. 

The last question we must investigate is the importance of the output: sales 
ratio in redistributing income during the cycle. It is unfortunately im- 
possible to assess this directly or even to estimate the importance of physical 
inventory changes compared with inventory revaluation. A cyclical 
fluctuation in the share of wages does still appear when manufacturing 
income has been adjusted to allow for inventory revaluation, but since there 
are at least two other factors, the ratio of raw material prices to wage rates 
and the average mark-up, besides the output: sales ratio, the influence of 
the last is hard to separate and possibly not very great. Nonetheless, we 
should like to be more precise. The difficulty is that, while the behaviour 
of total stocks is known, ia current and constant prices, that of stocks of 
finished goods alone is only known from the sample series already discussed, 
and since stocks of “ free”’ finished goods move in the opposite direction to that 
of all other stocks in the cycle we cannot obtain an estimate of the size of the 
fluctuation by supposing that free stocks are a constant proportion of the 
whole. We do know, however, that these stocks were in 1939 some 20-25% 
of manufacturers’ total stocks by value,* which were approximately one-fifth 
of manufacturers’ sales® and were therefore of some importance. The 
question that remains is how violently they (and so the output : sales ratio) 
fluctuated in the cycle. We have Abramovitz’ qualitative judgment that: 
** In general we may say that when the shipments of a stable manufactured 
commodity begin to decline or rise, the rate of growth in the finished stock 
tends to turn sharply in the opposite direction” ® but little else save the 
knowledge that the lag can be of considerable length. 


1 Op. cit., p. 616. The U.S. Department of Commerce series of Inventory Valuation Adjust- 
ments, used in arriving at National Income from 1929, is no assistance here, since it applies to all 
Corporate Profits. 2 Op. cit., pp. 157-9, Charts III and IV. 

8 Jbid., p. 159. * Abramovitz, op. cit., p. 318. 
5 Ibid., Tables 107 and 113, Appendix F. © Jbid., p. 412. 
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On the whole, it seems reasonable to conclude that the Lundberg lag 
has had some influence on income distribution in American manufacturing 
business, though it is impossible to say how large the influence may have 
been compared with that of other factors. We can say that, even if per- 
centage margins remained constant during the cycle, there would still be 
some tendency for the share of wages to rise in the downswing and fall in the 
upswing. We cannot tell whether or not this tendency has been offset, or 
more, by changing inventory valuations. 


III 


Mr. Hahn ? is the only author known to us who has, in recent times 
at any rate, called attention to the connection between stock changes and 
changes in income distribution in the trade cycle. 

Mr. Hahn shows, as we have done, that the accumulation of stocks will 
tend to increase the share of wages, and vice versa, but we are unable to 
follow much of his argument. He argues, first, that “ the capital intensity 
of production must diminish during the upswing,” ? and vice versa, so that 
“If the prices of labour and capital remain constant the continuous decline 
in capital intensity during the upswing will increase the share of wages.”’ 3 
In this context the “ capital intensity of production ” is ambiguous. It is 
perfectly true that, in the short-run, an increase in the rate of output will be 
accompanied by an increase in the ratio of the wage bill to the quantity of 
fxed capital in money terms, but this only means that the share of net 
profits increases in the upswing. On the other hand, if “ capital intensity ” 
istaken to mean the ratio of labour to physical capital in actual use, then, if 
there is excess capacity in the depression, the ratio may not increase until 
the bottleneck point is reached (this in fact will depend on the technical 
methods of production employed). The ambiguity over capital intensity 
implies a similar ambiguity over marginal products. Mr. Hahn seems to 
assume that the marginal productivity of labour must fall in the upswing, 
which is by no means necessarily true. His argument is further obscured 
by the implicit assumption (revealed in the second quotation above) that 
the whole income of the firm is to be divided between “ capital ” and labour, 
it. that there is no residual. 

He goes on to assume a one-period lag in the adjustment of production 
todemand so that stocks are run down in the upswing, thus reducing the 
share of wages. This agrees very well with the arguments presented here, 
save that, in the absence of a residual income recipient from his construction, 
one wonders who benefits from the realised profit margins on the sold-off 
stocks—hardly “ capital.” Since Mr. Hahn’s equations are explosive, 
however, the drain on stocks increases as the upswing continues until it is 

1 F, H. Hahn, “‘ The Share of Wages in the Trade Cycle,” Economic JournaL, Vol. LX, No. 
239, September 1950, pp. 618-21. 

* Ihid., p.619. ® _Ibid., p. 620. 


‘ Cf. Sho-Chieh Tsiang, The Variations of Real Wages and Profit Margins in Relation to the Trade 
Gyele (London, 1947). 
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necessary to increase prices to stop it, but, as a large part of demand comes 
from wages, prices must be put up faster than wages if this is to be effective, 
Thus, having started with explosive equations, it is necessary to assume that 
real wages fall in the upswing in order to prevent the explosion taking 
place! 

In the downswing, Mr. Hahn tells us “‘ the accumulation of stocks now 
constitutes part of net income.” ! We fail to see how this can be true go 
long as stocks are entered in the firm’s books at cost of production. The 
accumulation of stocks will, of course, increase the share of wages but when 
Mr. Hahn points out that “ the share of profits in output must diminish” 
he unfortunately does not specify whether he means gross or net profits, 
At the same time, however, he argues that excess capacity tends to reduce 
the share of labour and that it is not until excess capacity has disappeared 
that the increase in stocks will actually be able to increase the share of labour. 
This seems to us to imply that it is easier to get rid of excess capacity than to 
sell off unwanted stocks, which is hardly likely to be the case. And, as we 
have seen, the evidence suggests that while in short depressions stocks of 
finished goods do accumulate and tend to increase labour’s share, in the 
longer depressions (those in which there is time for some headway to be made 
with the task of eliminating excess capacity) these stocks are likely to become 
an intolerable burden and be disposed of—to the disadvantage of labour’s 
share. 


IV 


It remains to discuss, in the light of our own argument, some of the 
conclusions reached by Professor Phelps Brown and Mr. Hart. Their 
statistical investigation has confirmed the view that, in the short run, the 
share of wages in the national income of Great Britain has been remarkably 
steady. They also found that this share, over considerable periods, under- 
goes only those alterations which can be attributed to occupational migra- 
tion, while, at times, a conjuncture of forces shifts its path to a new level. 
The explanation of the short-run steadiness of the ratio is sought in the 
“stability of policy in the firm.” * It is thought that “a level (of profit 
margins) once imposed by force of circumstances came to be accepted as 
normal.’ 4 With due reservation, the conclusions amount to this: stability 
in the average mark-up is responsible for the short-run constancy of the 
share of wages while occasionally circumstances (trade-union strength and 
the appropriate stages of both short and long cycles, and what Phelps Brown 
and Hart call “‘ the market environment ’”’) combine to shift the average 
mark-up to a new level, at which it resumes its former constancy. 

Before commenting on this finding we must consider another of the con- 
clusions reached by Phelps Brown and Hart. They find that the two ratios 
(wages to wages plus profits) and (wages plus profits to home-produced 
national income) vary in opposite directions in the trade cycle ® and con- 


1 Op. cit., p. 621. 2 Ibid., p. 621. 3 Op. cit., p. 267. 
* Ibid., p. 273. 5 Ibid., Chart, p. 265. 
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clude that “‘ the comparative steadiness of the share of wages arises out of a 
compensation between shares which themselves are not at all steady ”’ 1 and, 
furthermore, that “ this compensation was in a sense accidental.” 2 This 
seems to us to be at variance with the rest of their argument. Ifthe share of 
wages depends on the level of margins, if the average level of margins is 
constant in the cycle and if salaries and rents are “ relatively unaffected by 
the cycle,” * then it follows that the two ratios (wages: wages plus net profits) 
and (wages plus net profits: national income) must vary in opposite direc- 
tions. If the constancy of the share of wages is the consequence of constant 
percentage margins, then it, together with the relative constancy of salaries 
and rents in absolute terms, is the cause of the opposite motion of these 
ratios rather than the consequence of their accidental compensation. 

Looking at the general conclusions reached by Phelps Brown and Hart, 
however, one naturally wonders, as they do, how far it is safe to make 
deductions about “ the firm ” from figures representing national aggregates. 
The average mark-up that is deduced from the aggregates is a weighted 
average, and the weights may change in two ways. The share in total out- 
put of industries with different average margins may change, and so may the 
share in the output of individual industries of firms with different margins. 
Dunlop found that in America there has been a tendency for large shifts 
in weights between industries to cancel out in the cycle,‘ since the industrial 
groups which lost weight in depressions were those which showed the greatest 
decline in margins. He concluded that weight shifts between industries 
were of secondary importance and that changes in the share of wages must 
be explained in terms of changes in weights and margins inside industries.® 
One might expect to find something similar in Great Britain, that is, that 
those industries which experienced the greatest decline in demand in depres- 
sions were also those which suffered the greatest squeeze in margins. 

As to changes in weights and margins inside an industry there is, so far 
as we are aware, no evidence, either British * or American. It seems likely, 
though, that they will behave in the same way as shifts between industries 
so that firms experiencing the greatest decline in sales (firms which are 
losing their share of the market as well as suffering from the general con- 
traction in the market) will also suffer the greatest squeezing of gross margins. 
In this case, again, the changes in weights and margins would tend to cancel 
out, and we might explain the cyclical change in the share of wages in 
American manufacturing either by supposing that, on the average, margins 
do decline in the depression or by giving some weight to the output: sales 
ratio, although, since cyclical changes in both the output: sales ratio and the 
ratio of raw-materials prices to wage-rates will tend to increase the share of 
wages in the downswing, there is little need to assume a general change in 
the weighted average of margins. This gives us no right to suppose, how- 


1 Ibid., pp. 264-6. 2 Ibid., p. 266. 
3 Ibid., p. 264. 4 Op. cit., p. 165 5 Ibid., p. 169. 
* But cf. the (static) picture of diversity presented by L. Rostas, Productivity, Prices and 
Distribution in Selected British Industries, N.I.E.S.R. Occasional Papers, X1, especially pp. 24-5, 39. 
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ever, that the margins of individual firms do not change. It seems very 
probable that they do. Unfortunately, however, unless the influence of the 
output: sales ratio can be eliminated, it is not possible to deduce the be- 
haviour of average margins in an industry from the behaviour of the share 
of wages (or is only very roughly possible. We do not mean to suggest that 
Dunlop’s findings, quoted above, are altogether vitiated). 

In view of Abramovitz’ evidence that in short swings the change in out- 
put generally does not catch up with the change in sales while in downswings 
of, say, two years and more, excess stocks are finally liquidated, and the 
probability that changes in weights do, to a large extent, cancel out changes 
in margins, we are tempted to suggest, very tentatively, that the behaviour of 
some firms may be something as follows: when sales start to fall the entre- 
preneur, who is, in any case, probably taken unawares, prefers an accumu- 
lation of stocks to a drastic reduction in the rate of output and/or of margins, 
with the result that the increase in the share of wages is caused only by the 
changes in the two ratios (output: sales and raw-material prices : wage- 
rates) but when the depression and the reduction in sales drag on too long 
the entrepreneur sooner or later has to reduce the burden of stocks, and to 
do this he is forced to accept smaller margins, thus continuing the re- 
distribution in labour’s favour, even when the output: sales ratio turns 
back against it. 

G. C. ARCHIBALD 
University of Otago. 
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THE PREPARATION OF NATIONAL FINANCE ACCOUNTS 
IN UNDER-DEVELOPED ECONOMIES (WITH SPECIAL 
REFERENCE TO RHODESIA AND NYASALAND) 


In recent years, as a result of the emphasis laid on the need to provide 
information on which to base the development of “ under-developed ” 
countries, considerable attention has been given to the preparation of 
National Income and Social Accounts in these countries. For example, in 
Rhodesia and Nyasaland detailed National Income Accounts covering 
persons, enterprises, Government and the rest of the world are available for 
Southern Rhodesia from 1946 to 1953 and for Northern Rhodesia from 
1945 to 1953.1. These accounts are of u:doubted value. There is, however, 
another set of accounts which can provide useful information for the stimula- 
tion and control of economic development. These are the National Finance 
Accounts. 


THE Purpose oF NATIONAL FINANCE ACCOUNTS 

In any economic system the flows of income, expenditure, savings 
and investment normally create certain demands for financial accommoda- 
tion, either from savers who want financial assets or from borrowers who 
need finance to acquire physical assets. The financing process occurs 
through savers increasing their cash balances, paying off their debts and 
buying securities and through investors reducing their money balances, 
borrowing or selling securities. In the course of this process there are 
changes in the amount, structure and distribution of the financial assets and 
liabilities of the community. Where the flow of savings is equal to the 
demand for investment funds these changes may be simply those required 
to transfer savings into the hands of investors.? If, however, intended 


1 The main publications, both of which were prepared by the author, are as follows: 

(a) The National Income and Social Accounts of Northern Rhodesia, 1945-1949, Central African 
Statistical Office, May 1950. 

(b) The National Income and Social Accounts of Southern Rhodesia, 1946-1951, Central African 
Statistical Office, May 1952. 

These publications have been brought up to date by articles in the Economic and Statistical Bulletins 
of Northern and Southern Rhodesia of which the most recent are “‘ The National Income and 
Expenditure of Northern Rhodesia” published in the Economic and Statistical Bulletin of Northern 
Rwdesia for January 1954, and “‘ The National Accounts of Southern Rhodesia, 1946-1952,” 
published in the Economic and Statistical Bulletin of Southern Rhodesia of February 7, 1954. The 
National Accounts of Southern Rhodesia for 1953 were published in the Financial Statements, including 
the National Accounts and Balance of Payments of Southern Rhodesia in April 1954. 

* Difficulties may, however, arise even in this case if savers demand a certain type of financial 
aset and the body supplying this asset is unable or unwilling to accept the financial assets offered 
y borrowers. For example, in an under-developed economy savings may be held in the form of 
currency or bank deposits and the banks may be unable to make long-term loans to investors. The 
result can be the accumulation of external assets to the detriment of domestic investment. In such 
cases new financial institutions may be necessary to provide avenues for the supply of savings to 
investors, 
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savings are not equal to intended investment, these changes are part of the 
process of equalising realised savings and investment, and thereby influence 
the flows of income, output and expenditure. In these circumstances a 
complete system of social accounts for any period should include both 
accounts showing flows of income, output and expenditure and accounts 
showing changes in the financial assets and liabilities of the community, 
The latter set of accounts may be called the National Finance Accounts, 

The purpose of the National Finance Accounts is to illustrate the relationshigs 
between the financial system and the rest of the economy. This purpose is of great 
importance in a developing economy. In under-developed economies 
there is a tendency for savings to be held either in the form of money or 
external reserves because intended investment is inadequate to match 
intended saving. The accumulation of external reserves by the Northem 
Rhodesia economy in 1951 is perhaps a classical example of this pheno. 
menon. As the economy develops, however, the role of the financial 
system becomes more complicated. Instead of its task being to provide 
liquid assets for savers and accumulate external balances for the community 
as a whole, the financial system becomes more and more responsible for 
channelling savings into the hands of investors. In other words, with the 
rise of long-term and short-term capital markets the financial system must 
accept responsibility for the equation of supply and demand in these markets 
through rates of interest and other means at its disposal. It may also have 
to create these markets in order to ensure the continued development of the 
economy. Economic expansion may be limited if there is no means for 
intended savings (or investment) to be matched with intended investment (or 
savings). This description of a developing economy is a fair representation 
of the economy of the Federation of Rhodesia and Nyasaland at the present 
time. It follows that for Central Africa as a whole, the financial system is 
faced with the task of securing a balanced equation of savings and invest- 
ment, both geographically and between different industries. The National 
Finance Accounts provide a means of investigating these complex questions 
of financial policy. 


Tue DEsIGN OF THE NATIONAL FINANCE ACCOUNTS 


The first step in the construction of National Finance Accounts is to 
determine the sectors of the economy for which information is required. 
These sectors must obviously be related to those used in the National Income 
Accounts of the country, 2.¢., these should be finance accounts for persons, 
enterprises, Government and the rest of the world. In addition, a sector 
must also be provided for the banking system because of its power to create 
money, i.¢., coin and notes and demand deposits. The further extension of 
the analysis will depend upon the circumstances of each particular country; 
for example, separate accounts may be prepared for Government enter- 
prises and private enterprises; the account for Government may be sub- 
divided into separate accounts for Central Government and Local Govern- 
ments. 
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The finance required or provided by any one sector will depend upon 
the relationship between its savings and investment. Where the savings of 
any sector is in excess of investment it will be in a position to supply finance 
to other sectors. Conversely, when the investment of any sector is in excess 
of its savings it must obtain finance from other sectors. The fact that a 
sector is, on balance, a net supplier of finance to other sectors does not mean, 
however, that it will not also have a demand for finance. For example, in 
Southern Rhodesia in 1952 the Government provided finance to the other 
sectors of the economy. Nevertheless, it also obtained additional finance 
by borrowing, receipts from repayments of loans and capital transfers. The 
finance accounts of any particular sector must therefore take account not 
only of its net provision or demand for finance but also of its other financial 
transactions. The derivation and construction of a consolidated finance 
account for Government is shown below : 


Government Sector 
1. Savings and Investment Account 


Savings Investment 
Sale of existing physical assets Purchase of existing physical assets 
Net finance available } 





Savings Investment and available finance 





2. Finance Account 





Acquisition of Financial Resources : Disposal of Financial Resources : 
Available finance ? Capital transfers to— 
Capital transfers from— (a) Persons 

(a) Persons (6) Enterprises 
(b) Enterprises (c) Banks 
(c) Banks (d) Rest of world 
(d) Rest of world Lending to— 
Borrowing from— (a) Persons 
(a) Persons (6) Enterprises 
(b) Enterprises ¥, Banks 
(c) Banks d) Rest of world 
(d) Rest of world Loans repaid to— 
Loans repaid by— (a) Persons 
(a) Persons (6) Enterprises 
(b) Enterprises (c) B 
(c) Banks (d) Rest of world 
(d) Rest of world Change in money balances— 
(a) At home 
(6) Abroad 
Tora, AcguisITION OF FINANCIAL Tota DisposAL OF FINANCIAL 
URCES RESOURCES 





1 This item is shown as positive; it can equally well be negative. 


Some of the entries in the above finance account, such as capital transfers 
to and from banks, will normally be non-existent. They are, however, 
included to complete the account as they may occur, ¢.g., the Southern 
Rhodesia Government required the banks to surrender the increase in the 
value of their gold stocks after the devaluation of sterling in 1949. 

Similar accounts can be prepared for persons, enterprises, banks and the 
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rest of world. In the finance account for the banking system, the entry for 
available finance will usually be small relatively to other items, as the 
amount of savings and investment within the banking system is normally 
small. The change in money balances at home of other sectors will also be 
balanced by entries in the banks’ accounts for additions to demand deposits 
and coin and notes in circulation. In the finance account for the rest of the 
world the entry for “‘ savings ”’ can be defined as the balance on the current 
account of the balance of payments when this is defined to include current 
receipts and payments from the sale and purchase of goods and services, 
income payments and current transfers (1.e., “‘ donations ” in the terminology 
of the I.M.F.), and the entry for “ investment ” will be direct investment by 
foreigners. 

The preparation of these sector accounts in each of which savings does 
not equal investment does not destroy the equality of savings and investment 
in the economy as a whole. If the savings and investment accounts of all 
sectors (including that of the rest of the world) are consolidated, the final 
result will be equality of savings and investment, 2.e., the demands for finance 
from certain sectors will be balanced by the supply from others. It follows 
that, while savings and investment accounts can be prepared for the whole 
economy, finance accounts can refer only to sectors, as a consolidation of 
finance accounts cancels all the items in individual sector accounts. 


THE PREPARATION OF A SIMPLIFIED SysTEM OF FINANCE ACCOUNTS FOR 
RHODESIA AND NYASALAND 

In order to test the practicability of the above design for finance accounts, 
an attempt was made to prepare a set of finance accounts for Rhodesia and 
Nyasaland for the calendar year 1952. For Southern and Northern Rhodesia, 
detailed National Income Accounts for Government, persons, enterprises 
and the rest of the world were available. Balance of Payments statements, 
Government accounts and a statement of the National Income were avail- 
able for Nyasaland. Banking and currency statistics were available for all 
three countries. In addition, the statements of the National Income, 
National Expenditure and Balance of Payments had been consolidated, 
i.e., all inter-territorial transactions had been eliminated, into statements 
for the Central African territories, which now constitute the Federation of 
Rhodesia and Nyasaland. Furthermore, the preparation of finance 
accounts does not involve any change in the definitions used in preparing 
National Income Accounts.1_ With this information available, the problem 
was to measure and analyse the financial transactions which influenced the 
savings and investment of each sector. 

In drawing up the finance accounts for each sector, it was found that 
separate accounts for persons and enterprises could not be prepared. _Diffi- 
culties were met in estimating transactions arising from borrowing, lending, 
repayment, capital transfers, and the sale and purchase of assets between 


1 The definitions used in Rhodesia and Nyasaland are those of the United Nations. Invest- 
ment is defined as net, i.e., after deducting depreciation. 
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persons and enterprises. The available banking statistics did not distinguish 
between loans to and deposits held by persons and borrowing and deposits 
by enterprises. In these circumstances a consolidated account was prepared 
for persons and enterprises. The accounts for Government and the banks 
presented no difficulties, as the statistics required were available from the 
accounts of the Southern Rhodesia, Northern Rhodesia and Nyasaland 
Governments, the commercial banks and the Currency Board. The capital 
account of the Balance of Payments provided the information for the rest of 
the world. The finance accounts prepared for 1952 were therefore based on 
a simplified design in which only four sectors—Government, persons and 
enterprises, banks, and the rest of the world—were distinguished. Further- 
more, the account for Government refers only to Central Government, and 
the accounts for each sector were consolidated, i.e., the acquisition and 
disposal of financial resources within sectors was not shown separately. 

The savings and investment accounts and the finance accounts, prepared 
upon this simplified model, are as follows : 


I. Savings and Investment Accounts, 1952 

















(£000,000) 

Govern- Persons Rest of 
sea and enter-| Banks. waste Total. 

s prises. f 
Savings and sums set aside. : 18-7 17-8 -- 42:51 79-0 
Sale of existing physicai assets ‘ 0-2 0-2 == -- 0-4 
Net demand for finance : : —- 42-2 -- 42:2 
18-9 60-2 a 42-5 121-6 
Net capital formation . ; ‘ 15-4 60-0 — 3-6? 79-0 
Purchase of existing assets. é 0-2 0-2 -o —- 0-4 
Net available finance : , 3-3 -- —- 38-9 42-2 
18-9 60-2 _ 42:5 121-6 




















1 Net balance on current account of the Balance of Payments. In the Central African territories, 
the current account is defined to include current transfers, i.e., ‘‘ donations ”’ in the terminology of 
the International Monetary Fund. 

2 Net direct investment by non-residents. 


II. Finance Accounts, 1952 
(£000,000) 


1. Government 
Acquisition of Financial Resources : 


1. Net available finance , ‘ ; , 3-3 
2. Capital transfers from persons and enterprises . 0-6 (14) 
3. Borrowing from: 
(a) Persons and enterprises. 15-0 (15) 
(6) Banks : ; . 0-1 (23) 
(c) Rest of worl ; f ; : 21-1 (31) 
4, Loan repayments by persons and enterprises 2-8 (16a) 
Toray . 42-9 








1 The preparation of this consolidated account does not mean that separate accounts should not 
be prepared. As pointed out later, it is very desirable to have separate accounts for persons and 
enterprises, 
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Disposal of Financial Resources : 


5. Capital transfers to persons and enterprises’. F ; : 0-7 (9) 
6. Lending to: 
(a) Persons and enterprises. ; / ‘ : , . 22-5 (10a) 
(6) Rest ofworld . ; : : ; ‘ : . 1-5 (27) 
7. Repayments to: 
(a) Persons and enterprises. ; ‘ : , : . 10-5 (11) 
(6) Rest of world j : 2-7 (28a) 
8. Increase in bank balances: 
(a) Athome . : ; ; : : P ‘ . 4-3 (20a) 
(6) Abroad : : : : . : 0-7 (29a) 
ToTaL . ‘ ‘ ; , ; : ‘ 42:9 9 


2. Persons and Enterprises 


Acquisition of Financial Resources : 
9. Capital transfers from Government. : ; : : ; 0:7 (5) 
10. Borrowing from: 


(a) Government ; ; : : ‘ ‘ p . 22:5 (6a) 
(6) Rest of world : : : ‘ : : : . 28-2 (316) 
11. Repayments by Government . ‘ . ‘ ‘ 10-5 (7a) 
12. Drawings on bank balances: 
(a) Athome . ; , ‘ c ; . ‘ . 16-7 (206) cor 
(6) Abroad ; . : . j , 2:1 (32) 
ToraL . ‘ ; : ‘ ; ? : 0-7 
ae Cal 
Disposal of Financial Resources : of 
13. Net demand for finance : ; ; ; j . . 42-2 
14. Capital transfers to Government. : ‘ ‘ , : 0-6 (2) ] 
15. Lending to Government : : . : ‘ ‘ - 150 (3a) 
16. Repayments to: 
(a) Government ‘ ; ‘ : , : : 28 (4) 
(6) Rest of world : : F : ‘ p : 3-8 (286) 
17. Reduction of liabilities to banks . ‘ ‘ 1-2 (24) 9 
18. Accumulation of short-term claims on banks: 
(a) Savings-bank deposits . ‘ 2 ‘ . : : 0-6 (22a) 
(6) Time deposits . : ‘ : . . ; . 11-0 (226) 
19. Increase in balances: 
(a) Cash balances at home. ; : , : 1-1 (21) 3 
(6) Bank balances abroad . 3 : ‘ . ; ; 2-4 (296) 4 
Tora. . . ‘ : = ; ; . 80-7 
a. 
3. Banks (Including Currency Board) 
Acquisition of Financial Resources : col 
20. Change in demand deposits held na 
(a) Government r , ? : ‘ : 4:3 (8a) 
(6) Persons and enterprises. ; . : ‘ : . —16-7 (12a) tra 
(c) Rest ofworld . 5 ; : , . — 1-1 (30) bu: 
. Change in coin and notes in circulation . : 1-1 (19a) 
02. Accumulation of short-term claims by on and enterprises : ent 
(a) Savings-bank deposits . ; - 5 : ; 0-6 (18a) acc 
(6) Time deposits . ‘ ‘ ; ; ; : - 11-0 (18d) 
rs oft 
TOVAL. .« ; ‘ : ; F ‘ . — 08 for 
ma 


Disposal of Financial Resources : 
23. Lending to Government ‘ : : E ; ‘ 0-1 (36) ap] 
24, Lending to persons and enterprises . : : ; : . — 1-2 (17) fin; 
25. Change in balances abroad . : é : ; : ; 0-3 ap 

— 


ToTaL . ' : : ; : ; . — 08 ind 
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4. Rest of World 
Acquisition of Financial Resources : 


26. Net available finance 38-9 
27. Lending by Government 1:5 (6b) 
28. Repayments by: 
(a) Government 2:7 (7b) 
(6) Persons and enterprises. 3-8 (16d) 
29. Additions to balances by: 
(a) Government 0-7 (8) 
(6) Persons and enterprises. 2-4 (19) 
(c) Banks : a‘ 0-3 (25) 
30. Drawings on balances in the Federation . 1-1 (20c) 
ToraL . 51-4 


Disposal of Financial Resources : 
31. Lending to: 
(a) Government : : : i ; . - aa 
(6) Persons and enterprises. 28- 
32. Repayment of balances to persons and enterprises 


ToTaL . ‘ ‘ : ; ; ‘ ‘ 51-4 4 


The figures in brackets beside each item in the finance accounts indicate the number of the 
corresponding cross entry. 


This simplified system is set out in order to show that finance accounts 
can be prepared in an under-developed economy. In practice, an extension 
of the system to cover the following sectors is believed to be possible: 


1, Government: (a) Federal Government 


(6) Territorial Governments 
(c) Local Authorities 

2, Enterprises: (a) Government Enterprises 
(6) Mining Companies 
(c) Other Enterprises 

3. Persons 

4, Banks: (a) Commercial Banks 


(6) Currency Board 
3. Rest of the World 


This analysis by sectors refers to Rhodesia and Nyasaland. In other 
countries the sectors adopted may well be different. 

The greatest difficulty is likely to be the separation of the financial 
transactions of “‘ other enterprises” from those of “ persons.” Farmers, 
builders, traders, agents and other individuals engaged in unincorporated 
enterprise do not, in many cases, maintain separate business and personal 
accounts. The financial assets and liabilities they acquire as persons also 
often cannot be distinguished from those they acquire for business purposes, 
for example, the commercial banks will grant personal advances, which 
may be used for business purposes. The practical solution to this problem 
appears to be to limit investment by persons to the acquisition of housing : 
finance required to purchase houses to be owned by individuals would then 
appear in the finance account for persons; all other finance required by 
individuals would be included in the account for “ other enterprises.” 
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Tue Uses oF FINANCE ACCOUNTS 

A few of the uses of finance accounts are outlined below. These are, 
however, only an indication of the applications of finance accounts. Further 
experience in the construction and interpretation of these accounts will 
undoubtedly reveal other purposes for which they can be used. 

(a) The Design and Amplification of Financial Statistics —One of the advan- 
tages of the National Income Accounts is that they indicate gaps in the 
available statistical material and provide a frame of reference for the system- 
atic development of economic statistics. The National Finance Accounts, 
as an extension of the National Income Accounts, serve a similar purpose in 
developing financial statistics. For example, in determining the form of 
the banking statistics for the Federation of Rhodesia and Nyasaland the 
draft design of the finance accounts showed the desirability of analysing 
deposits and loans and advances by sectors of the economy. ‘The returns to 


Changes in the Supply and Demand for Money in Rhodesia and Nyasaland in 1952 




















(£000,000) 
Govern- —— Rest of ss Total 
ment. | 2@ enter-| World. , = 
prises. 
Net available finance . = ; 3-3 —42:2 38-9 —_ Nil 
Add Receipts from other sectors : 
Capital transfers . + 0-6 + 0-7 — “= + 13 
Borrowing . +36-2 +50-7 + 155 +11-6 + 100-0 
Repayments + 28 +10-5 + 65 1-2 + 21-0 
Less Payments to other sectors : 
Capital transfers . — 0-7 — 06 _ -- — 1% 
Lending —24-0 —26-6 —49-3 — 01 — 100-0 
Repayments —13-2 — 78 _ _ — 210 
Change in money balances + 5:0 —15:3 — 24 +12-7 Nil 
Less Change in balances abroad — 0-7 — 03 + 13 -- Nil 
Changes in balances at home of 
which: + 43 —156 — 11 +12-4 Nil 
1, Changes in demand for —- 
(a) Bank deposits + 43 —16:7 — 11 — — 135 
(6) Coin and notes in circu- 
lation ° — + 1-1 ~— — + Il 
2. Change in supply of money by 
banks— 
(2) Repayments of demand 
eposits ‘ — = —_ +13-5 + 135 
(6) Change in coin and notes 
held by banks . : — o= —- - ET 1-1 

















be rendered by the commercial banks were designed accordingly, and the 
new returns came into operation on June 30, 1954.7 
(b) The Analysis of Changes in the Supply of Money.2—The finance accounts 


1 At the date of writing there is no legislation (other than exchange-control legislation) regulating 
the activities of the commercial banks in either the Federation of Rhodesia and Nyasaland or in 
any of its three constituent territories. Banking statistics are obtained from voluntary returns. 
Complete co-operation is, however, obtained from all four banks operating in the Federation. 

* The term “ supply of money ” is used here in the sense of “‘ money balances.” 
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can be recast to show how the supply and demand for finance and the 
financial transactions between sectors react on the supply of money. The 
table (p. 278) shows such a rearrangement of the finance accounts of 
Rhodesia and Nyasaland for 1952. 

The above table shows how the supply of money was influenced by the 
demand for finance of persons and enterprises at a time when the supply 
of finance from the banks was being restricted. The demand for finance of 


1. The Finance Accounts of Nyasaland, 1952 




















(£000) 
Govern- Persons Rest of 
Acquisition of financial resources. and enter- Banks. z 
ment. . world. 
prises. 
Net available finance. : ‘ ; oo -- -- 2,154 
Capital transfers from: 
(a) Government. ° : ‘ ‘ — 9 Nil Nil 
(6) Persons and enterprises . ‘ . 69 — Nil Nil 
Borrowing from: 
(a) Government. ‘ : ‘ . — 371 Nil 1,133 
(6) Persons and enterprises . ‘ ‘ 399 = 258 Nil 
(c) Banks . . : ; ; . Nil Nil =. Nil 
(d) Rest of world ; ; : ‘ 3,50 1,166 Nil -= 
Repayments by: 
(2) Government. , ; . ‘ — 207 Nil 1,414 
(b) Persons and enterprises . ‘ : Nil -- 126 Nil 
(c) Rest of world . . . ‘ Nil 251 Nil — 
Drawings on money balances at home by : 
Persons and enterprises— 
(i) Coin and notes in circulation. Nil 323 —323 _- 
(ii) Demand deposits . p 2 Nil 205 —205 _— 
Tora, . ‘ ‘ , 3,973 2,532 —144 4,701 
Govern- Persons Rest of 
Disposal of financial resources. and enter- Banks. 
ment. : world. 
prises. 
Net demand for finance . ; ‘ : 461 1,680(a) 13 _ 
Capital transfers to: 
(2) Government. ‘ J ‘ ‘ — 69 Nil Nil 
(6) Persons and enterprises . ; : 9 — Nil Nil 
Lending to: 
(2) Government. ; ‘ , -- 399 Nil 3,505 
(b) Persons and enterprises . : ; 371 — Nil 1,166 
(c) Banks . . ; : P ‘ Nil 258 — Nil 
(d) Rest of world ‘ ‘ ji ‘ 1,133 Nil Nil — 
Repayments to: 
a) Persons and enterprises . ‘ ‘ 207 Nil Nil 251 
(6) Banks . , : , ’ . Nil 126 — Nil 
(c) Rest of world i : . ; 1,414 Nil Nil — 
Increase in money balances : 
(a) Athome  . : ; ‘ ‘ 243 Nil — 243 — 
(6) Abroad : : , ; ‘ 135 Nil 86(5) —221 
TOTAL. . ; : ‘ 3,973 2,532 — 144 4,701 

















(a) Obtained by difference. 
b) This item is the difference between an addition of £592,000 to balances due by head offices 
and banks abroad and a deduction of £506,000 from sums held by the Currency Board in London 
for coin and notes on issue in Nyasaland. 
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2. Savings and Investment Accounts of Nyasaland, 1952 (a) 





























Central Persons 
govern- |andenter-| Banks. wont id Total. 
ment. prises. : 
Savings and sums set aside . - 878 168(d) = 2,154 3,200 
Sale of existing physical assets ‘ — 52 — — 52 
878 220 -- 2,154 3,252 
Net capital formation . - 1,287 1,900 13 — 3,200 
Purchase of existing assets. . 52 _ _ _— 52 
1,339 1,900 13 | pen | 3,252 
Net available finance . : : —461 — 1,680 | —13 | +2,154 | Nil 











(a) These accounts refer only to the money economy. Savings do not include depreciation 
and investment is therefore net. 
(6) Obtained by difference. 


persons and enterprises in 1952 was greatly in excess of the net finance 
obtainable from other sectors. As a result persons and enterprises greatly 
reduced their holdings of demand deposits with the commercial banks. For 
the same reason, the demand deposits by the rest of the world also fell. 
The extent of these falls in demand deposits was not offset by the increase 
in Government deposits, with the result that total bank desposits were 
reduced. 

(c) The Estimation of Items in the National Income Accounts—An example 
is the use of finance accounts to estimate the savings of persons and enter- 
prises in Nyasaland in 1952. This estimate was made by first preparing the 
finance accounts for Government, persons and enterprises, banks and the 
rest of the world, and thereby obtaining the demand for finance of persons 
and enterprises. The estimate of this demand was then inserted in the 
savings and investment accounts and an estimate of savings for persons 
and enterprises was obtained by difference. The details of the calculation 
are given in tables on pp. 279 and 280. 

The estimate of savings by persons and enterprises prepared on the 
above basis is, of course, subject to a wide margin of error. The estimate 
of total domestic savings of £1,046,000 is, however, subject to a much smaller 
margin of error. 

Certain extensions of the above analysis are also possible. In under- 
developed economies borrowing, lending and repayments between persons 
and enterprises are small. Furthermore, investment by persons is likely to 
be negligible. These conditions apply to Nyasaland, where the population 
consists almost entirely of Africans living in a peasant economy and meeting 
their needs for manufactured consumer goods either from the sale of cash 
crops and surplus food crops or by drawing on money balances. In these 
circumstances the finance account for persons can be analysed separately, as 
follows : 
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Finance Accounts of Persons and Enterprises in Nyasaland, 1952 




















(£000) 
Persons. | Enterprises. 
Acquisition of Financial Resources : 

Capital transfers from Government. ; . . — 9 
Borrowing from : 

(a) Government : ‘ : ‘ ; : = 371 

(6) Rest of world ; ; . ; ‘ : — 1,166 
Repayments by : 

(a) Government : : : ‘ : : -— 207 

(6) Rest of world ‘ é , ‘ -- 251 
Drawings on Money Balances at Home : 

(a) Coin and notes . - : : : 323 — 

(6) Bank balances . ; ; . ‘ 5 -— 205 

Torat . : : . : ‘ 323 2,209 
Disposal of Financial Resources : 
Net demand for finance , ; : ‘ ‘ 208 1,472 
Capital transfers to Government. : , ‘ 49 20 
Lending to Government ; ‘ ; . ‘ 66 333 
Repayments to banks . ; : -- 126 
Accumulation of short-term claims on banks. ; _- 258 
ToraL . ‘ ; ; : , 323 2,209 








While the above table is based on certain assumptions, ¢.g., that all coin 
and notes withdrawn from circulation came from personal balances, a com- 
parison with other information indicates that it presents a realistic picture. 
If the savings and investment accounts are used to estimate personal savings 
and savings by enterprises, then, on the realistic assumption that all invest- 
ment shown as made by persons and enterprises is in fact made by enter- 
prises, savings by enterprises appear as £376,000, while there was personal 
dis-saving of £208,000. A study of the external trade accounts shows that 
the prices of manufactured consumer goods, almost all of which are imported, 
rose sharply in 1951 and continued to rise in 1952, so that, despite increases 
in the price of agricultural produce, the terms of trade moved severely 
against the African peasant farmer. “As a result, the Africans drew on their 
money balances, as their money incomes were insufficient to maintain their 
level of money expenditure. 

(d) The Analysis of Supply and Demand on the Long-term and Short-term 
Capital Markets—This application of finance accounts is likely to be of 
greater value in a developed country. It can, however, provide useful 
information in a developing country such as Southern Rhodesia, where a 
small local capital market exists. For this purpose, the entries for borrow- 
ing and lending are extracted from the finance accounts. It is, however, 
desirable that borrowing and lending within sectors, ¢.g., between enter- 


1 It is possible that the higher level of money income received from their sales of produce led 
Africans to believe that they could afford to purchase more consumer goods. Their expenditure 
on these goods was, however, greater than they anticipated because of higher prices, and they also 
probably did not allow for the higher domestic prices of foodstuffs which they buy when their own 
stocks of food are exhausted. 
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prises, should be shown separately and that as much detail as possible 
should be given about the nature of the borrowing and lending recorded, 

(e) The Analysis of Inflationary and Deflationary Movements.—In an under. 
developed economy where the local capital market is either small or insig. 
nificant, savings and investment, with the exception of direct investment 
financed from undistributed profits, is financed through three main channels, 
namely, Government financial transactions, borrowing from or lending 
abroad and the banking system. In these circumstances finance accounts 
prepared on the basis of the models for Nyasaland and the Federation of 
Rhodesia and Nyasaland present an almost complete picture of the main 
forces of inflation and deflation. Even where the local capital market is no 
longer insignificant, an extension of the finance accounts to show the financial 
transactions in this market does not present insuperable problems. For 
example, in Southern Rhodesia, companies registered in the country are 
able to raise capital by issues of stock, while insurance companies and 
building societies provide loan capital. These transactions can, however, 
be measured: the Companies Act in Southern Rhodesia requires a return 
to be made of new capital issues, while the insurance companies and 
building societies must also render returns showing the nature and extent of 
their financial transactions. The total value of these transactions within the 
sector for persons and enterprises is, as yet, still re!atively small, but the 
possibilities exist for the extension of the finance accounts to show these 
transactions in detail. 


THE RELATIONSHIP OF THE FINANCE AccouNTs TO NATIONAL INCOME 
ACCOUNTS 


The Finance Accounts, as set out in previous sections, are part of the 
National Income (or Social) Accounts. They supplement the information 
contained in the National Income Accounts showing the income, expendi- 
ture, savings and investment of persons, enterprises, Government and the 
rest of the world, i.e., those National Income Accounts which are usually 
prepared. 

An examination of Stone’s paper on the “ Definition and Measurement 
of the National Income and Related Totals ” 1 shows that he included all the 
items included in the Finance Accounts in his system of Social Accounts. 
In particular, Stone’s ‘** Reserve Account for Productive Enterprises”? 
is very similar to the Finance Account for Enterprises in the model in this 
paper. In his Reserve Account, Stone includes the surplus of enterprises 
after meeting dividends and taxes, the sums required to meet accruing tax 
liabilities, sums accruing from excess provisions for taxation and amounts 
realised from capital gains and transferred to the appropriation account for 
enterprises. The remaining items are, however, those included in the 
finance account for enterprises in the present model. Stone did not, how- 


1 Appendix to Measurement of National Income and the Construction of Social Accounts, United Nations, 
1947, 2 Ibid., p. 46. 
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ever, draw a distinction between the capital and finance accounts for each 
sector of the economy, ¢.g., he shows consolidated “ Capital and Reserve 
Accounts ” for “* Persons ”’ and “ Public Collective Providers.” * 

The division between the Finance Accounts and other National Income 
Accounts on the basis advocated does not therefore destroy the unity of a 
system of social accounts asa whole. On the contrary, it provides an addi- 
tional set of accounts which can provide valuable information, particularly 
in under-developed countries, on the finance of savings and investment. 
We have seen that the finance accounts can be used, inter alia, to produce 
estimates of savings or investment. When used for this purpose the finance 
accounts provide a convenient method of extending the social accounts by 
providing analyses of savings and investment for sectors of the economy. 
Their preparation requires, as a minimum, statements of Government’s 
financial transactions, the Balance of Payments and the assets and liabilities 
of the banking system, all of which are frequently available in under- 
developed countries. We may conclude that the finance accounts are a 
useful means of extending the social accounts and of providing additional 
information for the assessment of relationships within an economic system. 

A. G. IRVINE 
Salisbury, 


Southern Rhodesia. 
1 Op. cit., pp. 52 and 53. 














THE CAMBRIDGE ECONOMIC HISTORY OF EUROPE! 


THIRTEEN years have elapsed since the appearance of the study of 
medieval agrarian life contained in the first volume of The Cambridge Economic 
History. The foundations of the second, which treats of medieval trade and 
industry, had already then been laid; but war, post-war dislocation and the 
removal by death of Professors Clapham and Power, as well as of scholars who 
had promised contributions and of a colleague so wise in counsel as the never 
enough to be lamented Marc Bloch, postponed its publication. It is a 
tribute both to the prescience of the architects who planned it and to the 
competence of their successors, Professors Postan and Rich, that it should 
have been possible for the work now before us to follow, with only minor 
modifications, the original design. Of the eight chapters composing its six 
hundred odd pages, three deal in turn with the pre-Roman world, the later 
Western Empire and the regions which had as their metropolis Byzantium; 
two—the central and most imposing block—with the contrasted, but com- 
plementary, economies of North and South, whose interlocking activities 
made the commerce of medieval Europe, not a chaos, but a system; three 
more with the fundamental crafts of the textile worker, the miner and 
metallurgist, and the builder in stone. Naturally, while a high level of 
scholarship is maintained throughout, not all the contributions are of equal 
interest or weight; nor will the judicious reader fail to note that some of the 
generalisations suggested are more valuable as incitements to further research 
than as epitomising conclusions already established beyond dispute. The 
former feature is inevitable; the latter, in the opinion of the reviewer, is a 
virtue, not a fault. The result is a volume which is more than a mere series 
of monographs, and which, in comprehensiveness, insight and, when the 
data permit, precision, stands, in its own vast field, alone. 

Monetary, credit and investment conditions and techniques are so 
intimately connected with the subjects here discussed that the incidental 
character of the treatment accorded them may, at first sight, cause surprise. 
The editors’ decision, however, to postpone for subsequent examination 
these and certain other topics, such as town life, urban finance and the 
economic policies of municipal corporations and gilds, has been more than 
justified by the use which they have made of the space thus secured. It has, 
in particular, enabled the present work to dwell at length on the too often 
neglected international background against which particular regional and 
national economies require in all periods, and not least in that here con- 
sidered, to be seen. An insularity pardonable in a youthful discipline, con- 


1 The Cambridge Economic History of Europe. Volume II. Trade and Industry in the Middle Ages. 
Edited by M. M. Posran and E. E. Rich. (London; Cambridge University Press, 1952. Pp.v 
+ 604. 45s.) 
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cerned to consolidate its base before venturing abroad, has unduly restricted 
the range of English work on economic history, with the consequence that 
its contributions to the continental chapters of the story, without a grasp of 
which its domestic problems cannot easily be solved, have been meagre, and 
that its practitioners continue at times to rattle the dessicated bones of con- 
cepts and controversies which a more catholic outlook would have shown 
to have had their day. The antidote to provincialism offered by the wide 
horizons and long vistas of The Cambridge Economic History is not the least of 
the services for which gratitude is due. Based on half a century of labour 
by scholars of a dozen different nationalities, it betrays few of the limitations 
inevitable in the verdicts of a particular period, place or school; makes 
movements, not states or even peoples, the leading actors on its stage; and 
employs the rise, pre-eminence and decline of individual regions to illustrate 
the vicissitudes of a civilisation shared in different degrees by all. 

To do justice to a conspectus so extensive is beyond the power of a single 
pen; but some features of the landscape revealed by it leap to the eye. 
The high degree of inter-dependence favoured, when other circumstances 
were propitious, by the long and deeply indented coast-line of Europe, with 
the rivers and two inland seas which made commerce accessible to most of its 
provinces and indispensable to some, needs no emphasis. The prolonged 
coexistence, in spite of those unifying influences, of different cultural levels, 
typified by the continuance in some regions of a stone age at a time when 
in others iron had already ousted bronze, is a converse, and not less sig- 
nificant, trait. The effect of changing population densities in accelerating 
or retarding the economic tempo; the impact on economic life of political 
factors, from the order and wide markets of centralised empires to the dyna- 
mic supplied by the existence of numerous independent centres of energy, 
fertilising each other by rivalry, imitation and migration; the contrasted 
psychologies of different periods, peoples and social strata, confounding in- 
terpretations based on the assumption that identical stimuli, such as price 
changes, will evoke the same response from each; the complexity of so-called 
simple economies and unceasing mutations of eras sometimes labelled static ; 
the alternation—a recurrent theme—of growth and stagnation, which causes 
economic progress to resemble, not the broadening river of the conventional 
metaphor, but an unpredictable succession of irregularly advancing and 
receding tides—such are a few of the reflections with which a reviewer 
unversed in medieval economic history is likely to lay this latest study of it 
down. 

Trade, in one form or another, if not as old as man, has too lengthy a 
pedigree to make the quest for origins a profitable pursuit. The palzolithic 
contemporaries of the concluding phase of the last ice age were not, it seems, 
immune to the impulses which prompted Smith’s famous comment on the 
ineradicable human “ propensity to truck and barter.”’ Professor Childe’s 
introductory chapter, though not meat for babes, offers illuminating 
examples of activities later to be known by more majestic names. In parts 
of neolithic Europe the mists begin to clear; and its characteristic develop- 
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ments—the minute agricultural surplus emerging as mere collecting js 
replaced by plot cultivation and stock-breeding; an incipient regional 
specialisation; and the appearance of something in the nature of regular 
trade routes by mountain-passes, rivers and coasts—are epitomised by the 
author with admirable skill. In the ensuing era, where history and pre. 
history meet, but where archeology still remains our only guide, the high 
land-marks, which alone can here be mentioned, appear to have been three, 
The first, from 3000 or so B.c. the chief accelerating factor, consisted in the 
reaction on Agean islands and coasts, and through them on the continental 
hinterland, of the demand for luxuries, materials for armaments and articles 
for ritual, pomp and display, set in motion by the surplus accruing to the 
monarchies and hierarchies of the great river civilisations of the Nile and 
Euphrates deltas. ‘The second, the sequel to the destruction about 1700 B.c. 
of Knossos, was the shift of the centre of economic gravity from Crete, 
hitherto the monopolist intermediary between Europe and Egypt, to Mycena, 
and subsequently, when northern pressure threatened an Aigean dark age, 
the expansion of enterprise in the Western Mediterranean and north of the 
Alps. The third was a series of technological changes, of which the most 
significant were the substitution for plot-farming of an agriculture based on 
some form of plough, and metallurgical improvements, in particular the 
smelting and forging of iron, which, being widely distributed and relatively 
cheap, had no rival as a metal for daily use. The evidence of the sixth and 
fifth centuries points to an increase in the number of specialised crafts; a 
multiplication and enlargement of settlements made possible by more 
abundant food supplies and the greater ease with which forests could be 
cleared; heavier traffic on ancient routes, together with the opening of 
new; and a lengthening of the radius of trade which causes the products of 
Italian iron-workers to appear in Denmark, Cornish tin to be sent ma 
Brittany and Marseilles to the Mediterranean and, on occasion, Southern 
wines to make glad the melancholy heart of Central European man. Of the 
scale, as distinct from the occurrence, of such activities little apparently is 
known, so that it is not always easy for the layman to decide whether he is faced 
by isolated episodes or by specimens of a trend. Even after Czsar’s conquest 
of Gaul, writes the author, “‘ the free Germani, except in formerly Celtic areas 
just across the imperial frontiers, remained as barbarous as in the first iron 
age.”” The fact remains that the symptoms of a quick -ning economic pulse 
several centuries before that date seem beyond dispute. 

The two succeeding chapters are concerned with the most famous of 
historical themes. Few contrasts can be more impressive than that empha- 
sised in the opening paragraphs of Professor Walbank’s brilliant study of 
trade and industry under the later Roman empire in the West. The prob- 
lem posed by him is why the expanding enterprise and open economy of the 
first two centuries of the Principate had as their sequel disorders of the kind 
to evoke the all-embracing ¢tatisme typified—to mention only one example— 
by Diocletian’s abortive essay in universal price-control at the beginning of 
the fourth. The felicity of the imperial golden age has been, from Gibbon 
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onwards, a familiar tale. Peace unbroken by major wars for a period not 
much shorter than the interval which separates the accession of Victoria from 
the death of Anne; seas cleared of pirates and patrolled; easy land 
communications along magnificent roads; moles, quays, docks, light-houses, 
even inns constructed at the public expense; low revenue duties at the ports 
—such innovations co.abined, in the author’s words, to make an area extend- 
ing from the Scottish Lowlands to the Euphrates and from the Black Sea to 
the Atlas mountains, “‘ a single economic system,” of dimensions which the 
world had not yet known, and, till the American industrial revolution, was 
not again to know. Technological improvements were, it appears, few, and 
Roman influence on the rural populations may well have been superficial ; 
but, in other respects, novus nascitur ordo. ‘The economic response to order 
and unity, unaccompanied as yet by crushing fiscal burdens, was that to be 
expected. The heart of the empire, long a parasite on its dependencies, 
appears to have experienced a brief revival. The scene of the most sensa- 
tional developments, however, was not Italy, but the provinces. 

The fascinating pages in which the author uses archzological discoveries 
to reveal how in Gaul, in Spain, in the semi-Romanised German border- 
regions near the Rhine and Danube, and later in the parvenu province of 
Britain, military consolidation and economic development, so often enemies, 
advanced for a period hand in hand, could hardly be improved. The armies 
lay the foundations, in the shape of roads, forts, supply establishments and 
factories, to meet their own requirements. The Italian trader, with an eye 
for the demand of the natives as well as of the troops, follows in their wake. 
Markets spring up; resident merchants are added to itinerant pedlars; 
local industries expand; the camp becomes the nucleus of a conglomeration 
which grows in time into a town; new cities are founded. As manufactures 
develop, as agriculture feels the pull of a heavier demand and natural 
resources are more intensively exploited, the divergent economic characteris- 
tics of different regions and provinces, and with them the tendency for each 
to go 1.3 Own way, become increasingly pronounced. The capital, with its 
million or so inhabitants dependent for food on Egypt, Africa and Sicily, and 
for luxuries on the East, remains the single greatest aggregate of mass con- 
sumption and conspicuous waste; but primacy in the productive arts moves 
outwards from the centre towards the circumference. Strategic highways 
increasingly become commercial arteries, linking the semi-industrialised fron- 
tier regions with the interior and with each other. Slowly, but inevitably, it 
ceases to be true that all roads lead to Rome. 

The trader’s paradise of security, easy intercourse and light taxation did 
not last. Among the forces undermining it, frontier wars and internal 
revolts; a consequent decline in population, particularly in the towns; the 
partial de-Romanisation resulting from the official policy of introducing 
barbarian settlers to fill the gaps; a reduction in the supply of the slaves, 
on whom large-scale industry had rested; and, as long-distance commerce 
contracts, a loosening of the economic links between provinces and metro- 
polis, are given by Professor Walbank a prominent place. The immense 
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bureaucratic and military machines devoured money. Attempts to lighten 
the burden on the Treasury by currency manipulations had begun, on a 
modest scale, in the first century; but it was not, it seems, till the middle of 
the third that the effects of depreciation became catastrophic. By that time, 
not only the stable currency of the early Empire, but the predilection for a 
qualified /aissez-faire, which had caused even the crucial business of importing 
corn to Rome to be left in private hands, was a thing of the past. Vitality is 
waning; but production must be maintained, goods distributed and food 
supplies assured. Less, it appears, by design than in response to practical 
necessities, authority intervenes to compel, or itself to undertake, the per. 
formance of functions which, in an era of deepening insecurity, political and 
economic, the invisible hand of self-interest can no longer be relied on to 
discharge. 

In the later years of the Empire, therefore, something like an économie 
dirigée staggers piece-meal into life. ‘The multiplication of imperial factories, 
with a Vir illustris in Rome at their head, belongs, it seems, to a later age; 
but the bureaucratic framework of prescriptions, with which enterprise must 
comply, was already, in the fourth century, not a trifle. Partly, perhaps, to 
appease the armies, prices, at least on paper, are strictly controlled. Gilds of 
merchants and craftsmen, the collegia, had a long history behind them. Step 
by step they are converted from voluntary associations into organs of the 
State, working in Rome to the orders of the Government, and in the provinces 
under the municipal authorities to which its instructions are transmitted. 
Membership, which, in order to prevent evasion, is made both compulsory 
and hereditary, ceases to be a right and becomes a matter of legal obligation. 
Similar tendencies to petrifaction are equally pronounced in rural areas, 
where the military requisitioning of supplies; corvées for the transport of 
goods; a fiscal policy which makes the greater proprietors responsible for the 
collection of the tax in kind, known as the annona, from all holdings on their 
estates; and—a natural consequence of that measure—the de facto binding 
of tenants to the soil, enlarge the area of economic life in which compulsion, 
not inducements, moves the springs. The parallel movement on the domains 
of private land-owners, who spontaneously, for reasons of convenience or 
security, make a high degree of economic self-sufficiency the aim of their 
estate policies, is even better evidence of the forces at work. Its effect is to 
dissolve the more complicated social organisms of which individual produc- 
tive units and local communities had once formed part, and to throw their 
former components, in autonomous isolation, back upon themselves. A 
money economy, it seems, continues in and after the fourth century to be the 
rule; but the ranges of economic activity withdrawn from the influence of 
the market show a noticeable increase. It is a question how long, in a 
contracting and increasingly turbulent world, the two types of organisation 
will function side by side. 

The economic life of the Eastern Empire, the subject of an instructive 
chapter by Mr. Runciman which deserves a fuller discussion that space 
permits, went in most respects a different, but in some a similar, way. 
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Commanding the junction of the only land route from Europe to Asia with 
the exit from the Black Sea, Constantinople, of which more is said than of 
the provinces, seemed cast by nature for the role of a commercial, as well 
as of a diplomatic and administrative, capital. Its political stability 
depended, like that of Rome, on regular and adequate supplies of food. It 
obtained them at first from the old imperial granary of Egypt, and then, 
when the Arab invasion locked that door, found a substitute within easy reach 
in the corn-fields of Asia Minor. Raw materials came to it partly from 
territories, from Greece to the Balkans, under its own political control, 
partly by long-distance trade, which brought to it, in addition to timber, 
wax, furs and other northern products, the heterogeneous oriental products 
conventionally epitomised as spices, and its single largest import, the in- 
valuable Chinese raw silk. As a manufacturing city, Constantinople 
appears to have combined imposing productive capacities with a specialisa- 
tion in costly superfluities not easily paralleled on the same scale elsewhere. 
Apart from armaments, a state concern, its longest lines appear to have been 
high-class silk fabrics, also produced in government factories, and an im- 
pressive list of luxury wares made by a multitude of minor crafts, the two 
lat supplying exports which went far afield. The State’s monetary policy 
was enlightened, with the result that inflation was kept at bay long after it 
had become a problem in the West. On the other hand, the imperial 
control of the minutest details of economic life was carried to lengths which 
cause the comparable Western expedients to appear almost a régime of 
freedom. The emperor, writes Mr. Runciman, was both the largest 
manufacturer and the largest merchant in his domain. 

It was at the second point, rather than at the first, in the sphere, not of 
industry, but of trade, that, towards the end of the eleventh century, the 
dangerous cracks in the Byzantine economic edifice appeared. Their 
immediate occasion was the coincidence of strains imposed on the Empire 
by wars in Asia Minor, by the advance in the same area of the Seljuk Turks, 
which cut the grain trade at its source, and by Norman piracy in the Levant, 
with the renascent economic ambitions of the regions of Southern Europe 
nearest its own. Confronted by a crisis, its ruler invokes the aid of Venetian 
naval and financial power, and liquidates the debt by a grant to the creditor 
ofthe privilege of trading duty-free in the majority of imperial ports. The 
precedent, originally a temporary expedient, proved not only irreversible, 
but infectious. It was followed by analogous concessions to Genoa, Pisa 
and a lengthening list of Italian commercial towns, and they in turn by the 
tstablishment throughout the Near East of colonies of Italian business-men 
endowed with privileges similar in kind to the favours enjoyed by the 
Hanseatic League in a score of cities from London to Novgorod, and to those 
later wrung, under the name of Treaty Ports, from the Celestial Empire, 
when, in the nineteenth century, the Western Barbarian broke in. Thus 
within the Byzantine political framework an Italian economic empire 
quickly develops, one of whose pioneers, the Venetian plutocracy, plays a 
lading part in the catastrophe of 1204, and whose continued expansion in 
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the ensuing period makes the Mediterranean an Italian lake. It was not 
till two centuries later that the occupation of both sides of the Bosphorus by 
the Ottoman Turks dealt the final blow to the empires of Byzantium and of 
its spoilers alike. Long before that date, however, the pre-eminence in 
Mediterranean commerce and shipping had passed from Constantinople and 
her dependencies into foreign hands. 

Medieval Europe contained within itself its own small equivalent of 
North America and, if not its own tropics, a partial substitute for them, 
The two chapters by Professors Postan and Lopez on the trade of a period 
extending roughly from a.p. 1000 to 1500, discuss with an agreeably sophis. 
ticated realism, not only the commerce of the northern and southern com. 
ponents of the system, but the contrasted economies in which each stream 
had its source. A text-book legend, which has found its way even into 
Toynbee’s great Study of History, depicts the trade of the Middle Ages, and, 
indeed, of all centuries before the eighteenth, as of minor moment, because 
predominantly confined to luxuries of high value in small bulk. As far as 
that of Northern Europe is concerned, nothing, the first of our author 
suggests, could be farther from the truth. In reality, except for the virtual 
absence of capital goods other than timber and stone and the small, though 
not negligible, part played by metals, the back-bone of its commerce consisted 
of indispensable staples of much the same character as to-day. The def- 
ciency areas of Scandinavia, the water-logged estuary of the Rhine and the 
increasingly industrialised Low Countries would have starved without im- 
ported grain. In the days before Eastern colonisation made Poland and 
Prussia the granary of Europe, the largest surplus which supplied them came 
from Northern France. The propensity of agrarian historians to write as 
though our benighted ancestors lived by bread alone has diverted attention 
from the majority of agricultural products other than cereals; but there are 
good grounds, it seems, for thinking that dairy produce from northem 
England via Boston and Lynn, vegetables and fruit from France, and, later, 
Dutch and south German beer and hops, were regularly shipped abroad. 
On the international réle of fish—at a time when fresh meat was almost the 
seasonal delicacy which game is to-day, not a supplement to flesh-food, but 
a substitute for it—and of wine from the specialised vine-growing regions of 
Gascony, Burgundy, the Moselle and Cyprus, it is needless to dwell. The 
tonnage employed in moving raw materials must, to judge by Professor 
Postan’s pages, have been hardly less than that carrying food. Scandinavian, 
south German and, later, Baltic timber; fibres and subsidiaries, in parti 
cular, potash, alum and dye-stuffs, needed by the textile industries; salt 
from the Bay of Bourgneuf, the ideal return cargo for vessels trading south, 
which without it must have returned in ballast; and, among metals, Swedish 
iron and English tin and lead are cases in point. Manufactured exports 
included a host of minor specialties, but bulk consignments of textile fabrics, 
a genus embracing a wide diversity of species, travelled both by land and 
water far afield. Next to foodstuffs and raw materials, they supplied the 
strongest link between different regional economies. 
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Favoured by the existence of vast areas in Easter1. Europe to colonise and 
exploit, this northern commerce continued, it seems, till the mid-fourteenth 
century both to thicken and to expand. At its zenith, however, it was not 
comparable in the range of its activities or in the harvest yielded by them 
with the cosmopolitan business empire developing farther south. “ The 
startling surge of economic life in Europe in the ‘ high ’ middle ages,”’ writes 
Professor Lopez, “is probably the greatest turning point in the history of 
our civilisation.”” The unchallenged pioneer of that medieval commercial 
revolution, whose réle as the economic schoolmaster of Europe he compares 
with that played by England in the industrial changes of the eighteenth cen- 
tury, was Italy. Her manufactures, in particular woollen textiles, of which, 
if Villani may be trusted, about 30,000 workers at Florence alone produced, 
in the early thirteenth century, some 100,000 pieces a year, together with 
2 wide variety of high-class silks and satins, glass, ship-building, hardware 
and a multitude of minor crafts, were important; but it was primarily as a 
trader, and on special occasions a financier, not as an industrialist, that the 
Italian business-man made his influence felt from London to Pekin. Geo- 
graphy made Italy a natural intermediary, whose products and re-exports 
reached the commercial centres and fairs of southern Germany and France 
by land, and from the later thirteenth century, when the Genoese despatched 
their first fleet through the Straits to France, Flanders and England, the 
countries of the Atlantic coast by sea. Monopolising the Mediterranean 
traffic, buttressed by trading stations and depots at every vantage point 
from Alexandria to the Black Sea, commanding the western termini of the 
oriental routes and tapping the resources of southern Russia, the Levant, 
Africa and the Far East, Italian cities, in spite of their internecine feuds, 
exploited these unrivalled opportunities with incomparable skill. 

The articles handled by so widely ramifying a commerce as that depicted 
by Professor Lopez were naturally more heterogeneous than the pedestrian 
staples of Northern trade. Raw wool and raw silk, timber and possibly grain 
stood high among Italian imports, and cloth among exports; but it was 
more costly and exotic, if not more important, wares—expensive silks, velvets 
and damasks; Russian furs; spices, of which a contemporary expert cata- 
logues three hundred and eighty odd varieties; and other amenities for a 
small, but wealthy, clientele—for which the Italian merchant was in cruder 
societies most renowned. It was equally natural that Italian business 
methods should be marked by a sophistication unusual at the same date 
tkewhere. “The anti-capitalist religious theories of the middle ages,” 
writes Professor Lopez, “‘ had probably more widespread acceptance than 
ati-capitalist Marxist theories have today.” He has no difficulty in show- 
ing, however, that, in spite of the impediments to corporate enterprise 
offered both by the commenda and by the compagnia types of partnership, 
atures often regarded as peculiar to a later phase of capitalism were not 
absent from the business life of Italian city-states. 

Granted the range and complexity of medieval commerce, what of its 
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to produce for just under a century invaluable triennial averages of exports 
of wool and cloth, imports of wine, and exports and imports of miscellaneous 
merchandise, have, unfortunately, few parallels elsewhere; nor is the inter. 
pretation of statistical data, whether derived from official sources or from 
more fragmentary observations, free from snares. In order to be significant, 
quantitative statements, whether of time, space or number, must be seen in 
scale with the other dimensions of the world to which such measurements are 
applied. Sidereal and human time are not the same. Distances, which in 
one age are long, are short in the next. Nor would it be according to light 
to discount, as mere battles of frogs and mice, the Napoleonic campaigns on 
the ground of the paucity to modern eyes of the divisions engaged. The 
instinctive scepticism which, on the score of the minute values involved, 
dismisses as much cry and little wool the trade of a Europe whose total 
population, Professor Lopez tells us, was nearer fifty than a hundred millions 
is equally beside the mark. The question of moment, after all, is not whether 
medieval commerce was comparable with that of a later age, which it 
obviously was not, nor, given its setting, could conceivably have been. It 
is the degree of significance possessed by it for the societies of its own day; 
and, on that point, though figures are obviously to be welcomed, evidence of 
a non-statistical kind can help us as much or more. In considering the 
problem, the existence of large back-waters unaffected by the business 
currents racing in the great commercial centres must not, of course, be over- 
looked. But the growth of areas specialising in particular productive activi- 
ties, which only wide markets could have enabled to survive; the multiplica- 
tion and enlargement of towns; the rise in numbers, wealth and influence of 
a commercial plutocracy; the fiscal importance of foreign trade, and the 
struggle of the classes engaged in it to keep at bay princely propensities to 
poach their profitable preserves to death—these commonplace features of 
medieval economic and political life tell their own story. An equally con- 
vincing proof of the interdependence of different economies is given by the 
partial paralysis ensuing when, as a result of tariff policies, blockades and 
wars, the links forged by grain, fish, wool, salt or cloth—not to mention 
finance—are temporarily snapped. 

Space does not allow a reference to more than a handful of the problems 
explored by Professors Postan and Lopez. It must suffice to remark that 
the reader seeking light on medieval communications and costs of transport; 
on the rise and retrogression of particular centres of enterprise and the mar- 
kets served by them; on the commercial réle of the precious metals; on the 
forms of organisation under which trade was carried on and the characteris- 
tics of the different types of entrepreneurs who made the pace, will find in 
these chapters a store of novel information and abundant food for thought. 
On one central issue, however, raised by both the authors, something more 
should, perhaps, be said. The economic civilisation of the Middle Ages did 
not, in their view, follow a continuously, if irregularly, ascending curve, but 
encountered a crisis in mid-career. The age of expansion climbed to a water- 
shed, on the other side of which lay, not further progress, but a long contrac- 
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tion, in which engines were retarded or reversed and vitality ran down. 
Thus both the Hanseatic League’s commercial empire and the greatest 
achievements of the Italian Renaissance were the fruits of a period when the 
peak of material prosperity was a thing of the past. The outburst of econo- 
mic energy in parts of sixteenth-century Europe was not, it is suggested, the 
continuance of a previous upward movement, but a belated recovery from 
a prolonged decline. 

This theory of a long-term change of trends is obviously of great interest 
and importance. The evidence adduced to support it is of several different 
kinds. Professor Postan points to customs figures showing from the 1340s 
to the 1470s, save for a few exceptional years, a continuous fall in English 
exports; to the reduction of grain surpluses coming on the market as a result 
of the contraction of large-scale demesne farming which, with cereal prices 
sinking, no longer paid its way; to the temporary exhaustion, till methods of 
dealing with water were discovered, of continental silver- and copper-mines 
as well as to the diminished output of English tin; and to the probability 
that, in more than one region, textile manufactures themselves fell on evil 
days. The explanation offered by him consists, not in the conventional 
reference to price movements, which, though in particular instances im- 
portant, he regards as too disparate in tendency to account for the “ secular 
sump,” but in a shrinkage of demand resulting from a diminished popula- 
tion. Vacant holdings and untilled fields; dwindling towns; falling rents 
and rising wages—phenomena common to England and the Continent—are 
cited as circumstantial evidence in favour of the view advanced. Given the 
validity of the initial assumption of a failure of man-power, these corrobora- 
tive examples of its effect are much to the point. The premise of the argu- 
ment, however, is a numerical decline on a scale sufficient to have as its 
consequence a century of stagnation. It seems to the reviewer that that 
crucial postulate required to be strengthened by a more exhaustive analysis 
of the causes, as distinct from the results, of the fall in population than is 
here attempted. It ought in fairness to be added that Professor Postan’s 
thesis does not lack impressive support. Writing of Southern Europe, 
and using different data, Professor Lopez agrees with his Northern col- 
league, both as to the reality of the “ all-European depression” of the 
later Middle Ages and as to the importance of progressive depopulation 
among the factors producing it. A series of devastating epidemics, of which 
the catastrophe of 1348 was the highest, but not the only, peak; wars more 
protracted and destructive than any since the last barbarian onslaught of 
the ninth and early tenth centuries; and the collapse of internal order in 
civil strife, were combined, first with the arrest, and then with the contrac- 
tion, of the moving frontiers of commercial enterprise, on which, during the 
period of expansion, the prosperity, not only of Italy, but of Southern Europe 
asa whole, had been based. Debarred from access by land to the Far East 
by the welter of intractable successor states erected on the ruins of the 
Mongols’ Asiatic empire; squeezed by the ruler of the Egyptian bottle-neck 
on which, as a result, it was compelled to fall back; deprived by the Turkish 
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advance of its trading stations in the Levant and by the impoverishment of 
other regions, such as France, of its markets in the West, the former com. 
mercial capital of Europe, at the height of its cultural brilliance, was on the 
way to become an economic back-water, with consequences hardly less 
disastrous to its neighbours than itself. ‘In the larger part of Europe,” 
writes Professor Lopez, “ the prosperous level of 1300 was not reached again 
before the sixteenth or the seventeenth century.” It is against that back. 
ground that the social life and policy of the later Middle Ages—the increase 
in town and country of small-scale enterprises as compared with large, the 
multiplication of rentiers, the defensive restrictionism of companies and gilds 
—ought, it is suggested, to be seen. 

Of the wares handled by commerce something has already been said, 
The concluding chapters of the volume are devoted to three of the major 
industries by which these and other articles were produced. The learned 
and penetrating contribution by Professor Carus-Wilson on the growth and 
vicissitudes, during more than a thousand years, of the most venerable, 
widest-spread and, in its dependence on imported raw materials and distant 
markets, most international, of medieval industries, is a model of all that 
such a study should be. Like the other activities of peace, the manufacture 
of woollen textiles for sale had found under the Principate a congenial 
climate. A high degree of local specialisation in Italy; the deliberate 
development of Spain as a source of wool; the remarkable industrial progress 
of northern Gaul, which enabled its fabrics in the fourth century to compete 
with Italian products in Rome itself; the high prices paid for some British 
makes and the establishment of an imperial factory at Winchester, suggest 
that the economic benefits of unity and order were more than a phrase. 
During the ensuing disintegration, a few stray glimpses of the industry— 
woollen cloaks sent as a present to English missionaries abroad, cloths as a 
valuable item in Viking plunder, later textile workshops on Carolingian 
estates, in one of which the Emperor’s famous gift of Frankish cloths to 
Haroun el Raschid may perhaps have been produced—are all that come 
our way; but by the eleventh century the lines of a new industrial landscape 
can be discerned. A North Sea manufacturing region, as the authoress 
calls it, has come into existence, including as a subordinate partner England, 
but primarily composed of the densely populated territories of the Count of 
Flanders, from Arras to the Scheldt. It is here, in a corner of Europe unable 
to support itself except by the exchange of manufactures for food that the 
first medieval version of a Black Country is born. 

Flanders, Brabant and north-eastern France, then a single economic area, 
are the first of the three great textile specialists on which the writer’s search- 
light is turned. The international connections of the region and the internal 
structure of its business justify her treatment of it as a classical example of 
medieval industrialisation at its height. The basis of its manufactures was 
English—mainly Lincolnshire—wool, together with alum from Asia Minor 
and the Black Sea, and, in addition to woad from Picardy and Provence, 
more exotic dye-stuffs from Spain and Portugal, the Levant and as far afield 
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asCeylon. Its products were in demand, not only all over Northern Europe, 
put, via the Champagne fairs, in Italy, the Levant and the Far East. The 
organisation of production assumed the form to be expected in an urbanised 
industry involving the co-ordination of a multiplicity of different processes 
and dependent on distant markets and sources ofsupply. Thedominant figure 
was the business entrepreneur, supervising in his own establishment the staff 
required for the preparatory tasks of sorting and cleaning, and for the rest 
distributing orders among small masters, who employed in the aggregate a 
large body of wage-earners. The potentates at the head of the firms con- 
cerned composed the merchant gilds through which the civic plutocracy 
controlled, not only the economic affairs, but the public life, of each town; 
and these gilds in turn were organised in an inter-city kartell, the so-called 
“Seventeen Towns,” which enforced a common export policy on the 
merchants resorting to the crucial window on the world in Champagne. 
The domestic politics of the industry had little to learn from subsequent 
refinements in that field. Piece-lists, time-wages and hours prescribed, on 
the advice of Big Business, by the municipal authorities, kept, or attempted 
to keep, the lower orders in their place. If Capitalism implies the control 
of production for the pecuniary gain of the owners of capital, Professor 
Carus-Wilson does not err in using the term. 

The decline of an economic Leviathan is not less instructive than its 
growth. Social instability, combined with the precariousness of raw material 
supplies at the mercy of political caprices abroad, were the most obvious of 
the Flemish industry’s Achilles heels. In the later thirteenth century both 
these sensitive points became increasingly inflamed. Proletarian exaspera- 
tion produced from 1280 onwards the series of upheavals which, heightened 
by nationalist passions, culminated in 1302 in the sensational victory at 
Courtrai of the artisan infantry of Bruges, backed by the Count of Flanders, 
over the civic plutocracies and the cavalry of the Count’s grasping suzerain, 
the King of France; while, at the same time, English export duties raised 
the price of wool. The effects of the intermittent operation of both these 
factors, the latter aggravated in the next century by recurrent embargoes 
and blockades, were heightened by the long-term menace of intensified 
foreign competition. The Italians who exchanged oriental dyes for Flemish 
fabrics at the Champagne fairs had not been slow to grasp that it might pay to 
import cloth in the grey and finish it at home; and from dressing and dyeing 
to manufacturing was not along step. The result was the conversion of the 
small native manufacture of Italy into a giant using African, Spanish, 
French and English wools to produce high-quality textiles of European repute. 
In Florence, its largest centre, where by the middle of the fourteenth century 
the once pre-eminent finishing gild—the arte di calamala—was over-shadowed 
by the younger arte di lana, it was an affair of large firms, employing on the 
average 150 workers a-piece, and marked by a strong tendency to concentra- 
tion. 

The virtues of a work are shown, not only by the new information which 
it conveys, but by its success in making its readers aware of the limitations 








296 THE ECONOMIC JOURNAL [JUNE 


of their knowledge of supposedly familiar themes. Judged by that test, 
Professor Carus-Wilson’s pages on England are among the best in her 
chapter. The demand for textiles was so insatiable that, in spite of Flemish 
and Italian competition, the English product had long been exported on a 
considerable scale to a world which might have been supposed to be already 
wallowing in superfluous cloth; but, in comparison with those two great 
rivals, the English industry had remained of the second class. It possessed 
one great advantage in native supplies of cheap and high-grade wool. The 
turning-point, however, in its history was, it seems, the mechanisation of one 
of the most laborious, and presumably most expensive, processes of the 
craft. 

The substitution for fulling by hand—or rather by feet—of power-driven 
hammers made the country’s abundant water resources an economic asset 
of the first importance, and gave the industry introducing it a technological 
lead similar in kind to that which mule and power-loom were later to confer, 
The multiplication of fulling-mills in the last half of the fourteenth century 
not only strengthened its hold on the international market but at the same 
time set in motion drastic changes in business localisation and structure. It 
both accelerated, if it did not initiate, the dispersal of textile manufactures 
in rural areas and concentrated them in those of the west and north, where 
climate and the lie of the land provided a sufficient head of water close at 
hand. Asa result, the typical clothier ceases to be the prosperous burgess of 
a corporate town, and becomes an economic individualist who, untrammelled 
by gild or municipal regulations, can adopt such productive methods as he 
deems expedient and grow to whatever stature success may allow. The 
effect of this minor technical revolution is convincingly illustrated by the 
authoress from different angles. Her evidence includes the diminution in 
wool exports, increase in cloth exports and virtual cessation of cloth imports 
shown in the customs accounts of the mid-fifteenth century; the decay of 
the older urban centres of the industry; and the increase in the trade and 
political influence of the celebrated or notorious cloth-exporting kartell 
known as the Merchant Adventurers Company. By the time that the 
Tudors took command, the English manufacture, judged by its exports and 
probably also by its output, was the greatest in Europe. 

Professor Nef’s chapter on medieval mining and metallurgy deals with 
a subject long as obscure as textiles were famous. The diversity in produc- 
tive techniques and markets of the industries grouped under these heads; 
the multitude of minute undertakings composing them; and, since the factor 
determining their localisation was the existence of accessible ores, their 
frequent remoteness from conspicuous centres of population and trade, make 
a synoptic survey difficult to present. The stages in the development of 
mining are, however, clearly set out, and the complexities of law and custom 
defining the respective rights of the different parties—miners, land-owners, 
feudal superiors and political sovereigns—interested in its progress are 
successfully disentangled. Of the industry under the Empire little, it seems, 
is known, and of its fate during the succeeding five centuries even less. The 
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expanding trade and growing population of the eleventh and twelfth cen- 
turies were accompanied by an increase of the energy applied to tapping the 
more easily accessible sources of mineral wealth. It is at that point that 
Professor Nef takes the story up. 

In central and south-eastern Germany, where silver, lead and copper are 
the prizes sought, a prospector’s age of semi-colonial enterprise, with the 
“free miner ”’ as its characteristic figure, gets under way. In Sweden, a little 
later, the great Kopperberg resources are systematically exploited. In the 
first third of the fourteenth century the output of Cornish tin shows a sensa- 
tional rise; while lead, mainly from Derbyshire, assumes its place among the 
four most important English exports. The most widely distributed of metals, 
iron, was probably still too dear to compete in common use with wood; but 
the author can point to symptoms in more than one country of its increased 
production. In the Low Countries, France and England the mining of coal 
for the market has begun its great career. 

This upward movement did not, it seems, last. Reference has already 
been made to the verdicts of Professors Postan and Lopez on the economic 
decline afflicting the later Middle Ages. It is instructive to note that the 
researches of Professor Nef in a narrower, though highly important, field 
point to a similar conclusion. Apart from the environmental factors affect- 
ing them in common with other departments of economic life, mining and 
metallurgy were confronted by problems peculiar to themselves. The 
exhaustion of superficial deposits necessitated shafts, and increased the perils 
of water, gas and falls of roof; while the subsequent crude processes of treat- 
ing the ore offered obvious opportunities for economies to be realised by 
more efficient techniques. Whether as a direct result of economic pressure 
or because a shift of intellectual interests had prepared the way, the techno- 
logical innovations recounted by Professor Nef, from drainage and ventilating 
systems to power-driven machinery for crushing ore and blast-furnaces for 
smelting it, may fairly be said to make the century following 1460 the first 
great age of the mining engineer and metallurgist. The social and political 
consequences of the heavier outlay which modernisation involved are rightly 
regarded by him as meriting more than a passing word. Gradually, but 
inevitably, the capitalist undertaking directed by an entrepreneur, financed 
by the issue of shares to investors and employing hired wage-earners, super- 
sedes the informal co-operation of the partnership of working miners. In 
England, except for the precious metals, the State stands aside. In France 
and some of the German principalities a Mines Administration is created 
to supervise the exploitation of minerals in the interests of the dominant 
political régime. 

The subject of the volume’s concluding chapter is an industry some of 
whose greatest products, unlike medieval fabrics and metal-work, are 
constantly before our eyes, but whose economic, as distinct from its esthetic, 
aspects remain to most of us a closed book. Of the methodsby which, with 
the minimum of skilled assistance and such materials as the locality supplied, 
the common run of medieval dwellings, often in rural areas sheltering men 
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and beasts under one roof, were produced and maintained, little, if anything, 
is known. Their construction was probably an amateur job, completed 
with a helping hand from a neighbouring joiner or thatcher; and though in 
towns the professional played, no doubt, a larger part, it is difficult to believe 
that, even so, a body of skilled craftsmen could have arisen to meet these 
humble needs alone. The industry with which Professor Jones is concerned 
was of a different type. It is sufficient to consider the chief categories of 
buildings erected between 1100 and 1400 in order to appreciate the magni- 
tude both of the demand—governmental, military or semi-military, ecclesias- 
tical, municipal and private—for durable and imposing structures, and of 
the strains on man-power and materials which the effort to meet it imposed, 
The capital expenditure represented by royal castles, such as those built 
by Edward I to hold down the Welsh; castles and fortified houses of mag- 
nates and gentry; cathedrals, abbeys and thousands of parish churches, 
many, no dowt, first built of wood, but with an eye to its subsequent replace- 
ment by stone; the walls and market halls of towns, not to mention such 
lesser structures as bridges, hospitals, chantries and a few colleges and schools, 
suggests an aggregate outlay which, even when spread over centuries, it 
seems surprising that a society by modern standards poor could support. 
Some of the major operations have left records behind them. It is these 
undertakings, therefore, which supply Professor Jones’ theme. 

The finance of the subject—a crucial issue—belongs to a later volume, 
The aspects of the industry which receive most attention here are the organisa- 
tion and management of building, including the provision of materials, the 
recruitment and training of workers, and the circumstances in respect of 
wages, hours, the right of association and other conditions in which they were 
employed. Building, as interpreted by Professor Jones, was in effect 
engineering in stone. As a result partly of the progressive substitution, from 
the latter part of the tenth century onwards, of that material for wood, 
partly of the recurrent supersession of old tastes and styles by new, the 
technological innovations experienced by it were probably both more 
frequent and more drastic than those undergone by any other medieval 
industry. It might have been expected, therefore, that the scientific qualifi- 
cations required to cope with the problems of an intricate and swiftly chang- 
ing craft would have permanently been in short supply. In fact, to judge 
by Professor Jones’ pages, there is little sign that, as a limiting facior, that 
particular obstacle was acute. Technical manuals, if such were produced, 
have not apparently survived. It is evident, however, that a body of pro- 
fessional knowledge existed, and that on such major issues of policy as the 
choice of sites, the nature of the foundations to be laid, the preparation of 
plans and the safety of structures, expert advice was sought and obtained. 
The direction and control of operations could follow several different pat- 
terns. The initiating party could, as was the usual practice of the English 
Crown and of many ecclesiastical bodies, get the work done by—in modern 
language—direct labour, under the direction of its own officers, sometimes 
employing for the purpose a dual staff, partly financial and administrative, 
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y technical. Or it could give the contract to a professional architect 
or builder who undertook to complete it in a specific period, sometimes 
supplying him with materials, sometimes requiring him to procure them 
himself. Or it could combine both methods, and, while planning the 
building as a whole, let the execution of parts of it toa contractor. In either 
case, it may be remarked in passing, the rdle of the architect appears to have 
been of the first importance. The view sometimes heard that medieval 
cathedrals were built by anonymous masons, between whom and the artists 
designing them little difference of remuneration and authority existed, 
is dismissed by the author as a sentimental myth. 

Whatever the particular form of organisation and control, the practical 
difficulties of the builder were liable to be grave. It was of the nature of 
many of the operations concerned that, as in the case of some monasteries, 
the situation selected should be remote; or that, as when defensive structures 
were in question, speed of execution should be the first necessity; or that, 
both for that reason and because of their mere dimensions, particular pieces 
of work should involve the mobilisation and maintenance of a body of crafts- 
men running into several hundreds. In such conditions the assembling of 
materials and workers on the site required was an intricate business, demand- 
ing, in the case of large undertakings, an office and staff on the spot. The 
former could be bought in the open market; but the more usual procedure, 
since the demand for extensive structures normally came from bodies and 
individuals well endowed with land, was to rely on stone and timber from 
quarries and woodlands on their estates. The latter, in the case of work 
done for the Crown, were often conscripted, but, with that exception, were 
wually engaged by the architect or master-mason, as he was commonly 
called, in charge of the job. The provision of accommodation for an indus- 
tial army in an out-of-the-way place presented a problem of accommodation 
similar in kind to that which arose, six centuries later, during the construction 
ofrailways. It appears to have been solved by much the same methods. 

In the days when mechanical cranes and other equipment were crude, the 
proportion of labourers to skilled workers was presumably high. The iatter 
included carpenters and plasterers, as well as masons; but the group of 
whom we hear most is the last, and Professor Jones devotes some illuminating 
pages to the distinctive features of the mason’s life and work. The craft 
included two main branches, hewers or free masons who dressed and carved 
the stone, and layers or rough masons who fixed it in position. Demanding 
wit did experience in the ways of different qualities of stone, a knowledge 
of the methods required to meet the primary need for stability, and probably 
an ability to work from drawings, it offered opportunities for the exercise 
ofa high degree of skill and sometimes of artistic power. In addition to 
apprenticeship and here and there an occasional craft school, the allied 
tade of quarrying, which also taught the properties of stone, was an obvious 
source of recruits. The figures given by the author show that the rise in 
time-wages, which began shortly after 1348, continued in the case of masons 
during the next two centuries; but they do not make it possible to specify 
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the stages by which the upward movement advanced, or to determine the 
relative changes in the economic position of masons as compared with other 
craftsmen. To judge by the diversity of the payments made to the former, 
even when working on the same job, nothing in the nature of a standard 
time-rate existed. 

On the other hand, the craft, as Professor Jones observes, w: ; marked 
by some peculiar characteristics, which distinguished its practitione » from 
most other artisans, and which may have fostered a sense of solidarity among 
them. For one thing the mason was necessarily a migratory worker, who 
moved from one locality to another, as an old building was completed and 
a new begun. For another, unlike the blacksmith or weaver, he had only 
his labour-power to sell. In the third place, the construction of a great 
ecclesiastical or military edifice was the nearest approach to mass production 
which the age had to show, with the result that, to a degree unknown by the 
majority of artisans, the mason addicted to that class of work passed a sub- 
stantial proportion of his working life as a member of a team. It is possible 
that these features of the craft account, not indeed for organisation among 
masons, for association for mutual protection was in the air, but for the 
particular form which, in their case, organisation assumed. In some large 
cities, for example fourteenth-century Paris and London, we hear of masons’ 
gilds; but the membership of the craft was in most towns too minute to 
permit effective corporate action on a merely local basis. The type of 
organisation characteristic of the masons, therefore, was not, as in other 
industries, the municipal gild. It was the lodge established wherever any 
considerable building was under way, and composed of all members of the 
craft working on it. Whether the German attempt to federate such lodges 
in a wider association was absent from France and England, or existed in 
those countries as an underground movement, we cannot say. One further 
development, however, which links the concluding paragraphs of Professor 
Jones’ instructive chapter to the experience of a later age is reasonably clear. 
It is the emergence, here and there, from the fourteenth century onwards, 
of the separate journeymen’s organisations—the compagnonnages of France 
and the so-called yeomanry gilds of England—which were trade unions in 
all but name. 

R. H. TAwney 


London. 


It is customary for a reviewer to conclude with an epitome of the im- 
pressions left on him by the book concerned. In the case of a work ona 
subject so vast as the commerce and industry of Europe during more than a 
thousand years the evasion of that ritual obligation is more, perhaps, to be 
commended than a formal compliance with it. The discussion of the 
treatment accorded to particular topics is a task for specialists. Nor, it is 
probable, will readers be lacking to deplore supposed /acunae, and to regret 
that space could not be found for industries other than the three classical 
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crafts which figure in these pages; for a fuller survey of the contemporary 
evidence and modern theories relating to population at different dates; and 
for an account of some salient features of medieval economic thought. If 
so, they may be reminded of the nightmare of selection by which historians 
are haunted, and invited to console themselves with anticipations of the 
further volume on the Middle Ages still to come. 

Whatever such criticisms and comments, the magnitude of the achieve- 
ment represented by the second volume of the Cambridge Economic History is 
unlikely to be challenged. Among its virtues are two, for which the gratitude 
of even a medievally illiterate reviewer may without presumption be 
expressed. The first is the intimate knowledge of different periods and 
regions which enables the authors to interpret their economic life in terms 
not, as too often in the past, of a classification into hypothetical stages of 
growth, bat of the specific environmental forces—resources, opportunities, 
obstacies and strains—which prepared the varying moulds into which 
energies in different circumstances should run. The second quality consists 
in the illumination to be derived from the comparisons and contrasts between 
developments simultaneously taking place in different parts of Europe, on 
which the breadth of the writers’ canvas invites the reader to fix his eyes. 
The heightened realism born of both is not a trifling gain. A book which, 
without labouring these lessons, by its example drives them home, is a land- 
mark in the study of its subject. It reveals the point which half a century 
of effort has enabled to be reached, and indicates some of the paths which 
future travellers may profitably pursue. 

R. H. TAwNEy 
London. 








REVIEWS 


A Survey of Contemporary Economics. Volume II. Edited by B. F. Hatey, 
(Homewood, Illinois: Richard D. Irwin, for the American Economic 
Association, 1952. Pp. xvi + 474. $5.00.) 


Ir is now ten years since the American Economic Association first con- 
ceived the idea of commissioning surveys of the major fields of economics 
designed to “ provide to the economist outside a particular field an intel- 
ligible and reliable account of its main ideas—both analytical devices and 
their practical application to public policy—which have evolved during the 
last ten or fifteen years.” The first volume of surveys appeared in 1948, 
under the editorship of Professor Howard Ellis. For a variety of reasons 
it met with a less enthusiastic response than the “,sociation might have 
hoped for. Inevitably, in such an experimental endeavour, the authors’ 
conceptions of their task varied widely, and great differences were evident 
in the balances struck between reporting and evaluation of developments 
and between exposition of tools and elaboration of policy implications, and 
in the emphasis placed on the novelty as opposed to the continuity of recent 
economic thought. Almost inevitably, also, the date of preparation of the 
book meant an excessive concentration on the as-yet-undigested theoretical 
revolutions of the 1930s, and a consequent impression of disjointedness and 
incoherence. Nevertheless, the standard of individual contributions was 
high, and the book proved its usefulness in the modest spheres for which it 
was intended. Professor Lloyd Metzler’s chapter on “The Theory of 
International Trade,” to cite but one example, was a godsend to teachers 
and students alike in the years immediately after publication, though in 
common with much in the other chapters it has been outmoded by experience 
and critical new work. 

In preparing the second volume, Professor Haley has taken advantage 
of the experience gained from the preparation and reception of the first. 
There are ten, rather longer, chapters in place of the thirteen of the original 
volume; the authors have apparently been subject to much stronger editorial 
control; and they have been prompted to appraise the work they review, 
and to indicate problems for research, with the intention of making the book 
more interesting to the specialist reader. Further, the two critics who 
hovered invisibly over each author in the first volume have now been 
allowed brief comments, which help to call the reader’s attention to dis- 
agreements over conception and emphasis. 

In spite of this elaborate preparation—perhaps to some extent because 
of it—the present volume is distinctly less interesting than its predecessor. 
Partly this is a consequence of its design as a supplement to the earlier volume; 
Volume I skimmed the cream of the theoretical developments and the well- 
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defined fields, and the subjects surveyed here are more empirical and either 
residual or amorphous in scope. Partly it is a consequence of the more 
rigorous discipline imposed on the authors, which has in some cases led to 
an effort to cram material into the allotted space with insufficient attention 
to orderly and balanced presentation. By contrast with Volume I, there is 
more scholarship and less good writing; the reader is more likely to come 
across a shrewd aside and less likely to encounter an illuminating paragraph 
or section. Still, it is only too easy to underestimate the magnitude of the 
tasks of organisation and condensation faced by the authors; by and large, 
they have done their work extremely well, and the volume should well serve 
the purpose for which it was undertaken. 

Of the ten chapters in the volume, the most successful in meeting the 
editor's standards is Professor Norman Buchanan’s on “ International 
Finance,” which surveys the impact of the 1930s on conceptions of the 
problem, theoretical developments based on employment theory, and ex- 
perience of governmental and private capital transfers since the war. The 
theoretica) literature might have been handled more critically—Professor 
Metzler’s analysis of the transfer problem, for example, hinges on assumptions 
which are mathematically convenient rather than economically relevant— 
and the discussion of the failure of the Marshall Plan to induce European 
economic policies of the intended kind is perhaps somewhat naive politically, 
but the exposition is lucid and the presentation and discussion of statistical 
material is commendable. In a stimulating final section on ‘‘ Unresolved 
Problems in International Investment,” Professor Buchanan puts his finger 
on the crucial conflict between the advanced countries’ interest in developing 
backward countries into the world economy, and the backward countries’ 
ambitions to develop themselves out of the world economy; though both he 
and Professor Williams may be over-pessimistic about the strength of the trend 
of the terms of trade in favour of primary products which points the conflict. 

Professor Joseph Spengler’s chapter on “ Population Theory ”’ is, as one 
would expect from him, an authoritative work of awe-inspiring scholarship ; 
though one finds oneself agreeing with Professor Notestein’s wish that he had 
indicated his own views more positively. This is an essay well worth reading 
for its wide range—from the limitations of population forecasts to the econo- 
mic problems of Britain—and its suggestive ideas. On the other hand, 
Professor Abramovitz’s chapter on “‘ Economics of Growth,” which might 
be expected to be the most interesting in the volume, is rather disappointing 
—a re-arrangement in a formal system of old bones and new bits and pieces, 
the latter mainly of American origin. The explanation, underlined in 
Professor Kuznets’s comment, is that “‘ economic growth” is a recent interest 
of economists, and possibly a transient one, rather than a natural outcome 
of the specialisation of areas of economic research. It is also a political 
product, whose emergence prompts speculation on the relative effectiveness 
of “development” as compared with “ civilisation’? as an intellectual 
quid pro quo for international domination by a major country; the growth of 
growth economics in the United States is paralleled and complemented by 
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the growth of anthropology and colonial studies in this country—in part a 
defensive measure dictated by shortage of investment capital. 

As a survey of growth economics, Professor Abramovitz’s chapter jis 
restricted by its too close identification of growth phenomena with the charac. 
teristics of modern American capitalism, and its concentration on capital 
formation as a cause of economic growth. On this latter subject, however, 
Professor Abramovitz has many shrewd remarks to make and questions to 
raise—though some of the questions might be answered by a perusal of the 
literature available in languages no more foreign than Australian or Cana. 
dian. The heavy reliance placed on Keynesian literature may also be 
questioned ; and it is surely going too far to credit Keynes with the invention 
of the idea that income may be hoarded, as well as consumed or invested 
(p. 147). 

Three other chapters in the book reinforce the implication of Professor 
Abramovitz’s exposition, that the adjective ‘‘ American’ might helpfully 
be inserted in the title of the volume. Dr. Ruth Mack, writing on the 
** Economics of Consumption’ (by which is meant consumer buying and 
saving) surveys the literature of demand analysis and the consumption func- 
tion, within a broadly socio-psychological frame of reference; her exposition 
is a mixture of wide knowledge of research results, shrewd common 
sense and jargon representing a mild case of inter-disciplinary jitters. The 
chapter is interesting in detail, but uneven; its theme could almost be sum- 
marised in the proposition that buying depends on all sorts of things, and 
that statistics prove it. The state of knowledge reflected in this chapter may 
represent the low point of post-war research in the field: since it was written, 
consumption function research has tended to move in the healthy direction 
of trying another theory rather than trying another variable. 

Professor Lowell Hariss, writing on “ Public Finance ”’ (excluding fiscal 
policy, which was covered in the first volume) is mainly concerned with 
institutional features of the American tax system. The reader is kept awake 
by the author’s ability to pinpoint the theoretical problems raised by detailed 
tax issues, but the general impression conveyed, over the protests of the two 
commentators, is that the field is in a rather unhappy state, largely due to the 
absence of a workable general-equilibrium theory. Professor Gale Johnson, 
writing on “‘ Economics of Agriculture,”’ is mainly concerned with the posi- 
tion of American agriculture relative to the rest of the economy, and with 
American agricultural policy; the former is well presented, but the discussion 
of the latter is too obscure at crucial points to be satisfactory to the lay 
reader. Professor Black’s comment, in addition to reminding the reader of 
the work that has been done on production economics, conveys something 
of the lusty pioneering spirit of this relatively young branch of economic 
research. 

The theoretical interest is catered for by two chapters. Professor Kenneth 
Boulding surveys (the new) “‘ Welfare Economics ”’ in his usual sprightly 
and illuminating way; his critics catch the few obvious slips, though neither 
has noticed the peculiarity of the U;,U’, curve on p. 15, and the unresolved 
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contradiction between footnote 11 and the text has already been exploited 
by an interested party. In his appraisal of this crossword puzzle of a sub- 
ject, Professor Boulding relies largely on his long-standing critique of the 
calculus as an economic tool; Professor Samuelson’s cryptic notes probably 
provide more solid nourishment for those interested in the field. Professor 
Andreas Papandreou, in a chapter entitled “‘ Some Basic Problems in the 
Theory of the Firm,” introduces the reader to organisation theory and sets 
up a “ frame of reference ”’ for the analysis of problems of large-scale cor- 
porate enterprise. The argument is interesting, though it is conducted with 
very little reference to market structures, and the results scarcely justify the 
heavy methodological guns brought to bear. The critics should be read 
carefully: Professor Heflebower for his useful summary, and Professor Mason 
for his unexpected defence of orthodoxy. 

There remain for comment the two really controversial chapters of the 
book, Professor Paul Baran’s essay on “ National Economic Planning ” and 
Professor Richard Ruggles’s survey of ‘‘ Methodological Developments.” 
Both authors deserve credit for their courage—Professor Baran for his politi- 
cal courage in writing what he has written, Professor Ruggles for his profes- 
sional courage in accepting the thankless assignment, appropriately rewarded 
by his critics, of describing the grin in the absence of the cat. 

Professor Baran’s chapter is a powerfully-written argument in the non- 
Communist Marxist tradition which has been more successful in maintaining 
its respectability outside the United States than in it; its originality is, 
perhaps, less apparent to the reader who remembers the flowering of that 
tradition in the middle 1940s, around the work of Dobb and Sweezy, than 
to critics facing this system of thought for the first time in high academic 
surroundings. Professor Baran’s themes (to summarise a complex argument) 
are three: planning for full employment under advanced capitalism is im- 
possible without fascism, planning for development in backward countries 
is impossible without a social revolution, and economics gives little guidance 
on how to plan under socialism. Lack of space prevents an adequately 
rigorous and appreciative critique of these themes. The first assumes a 
knife-edge definition of full employment, a hard-faced-gang view of the 
capitalist class and a disregard of the political role of Civil Servants and 
intellectuals; in dismissing labourism as an alternative, by appealing to the 
“investment strike,” Professor Baran seems to confuse personal savings with 
corporate investment—the important obstacle to labourism is more likely 
to be emigration of capital and skilled labour. The second identifies de- 
velopment with large-scale industrialisation, lumps all backward countries 
together and assumes “‘ development” as an ethical imperative regardless 
of circumstances. The third is at points belied by Professor Baran’s own 
economic analysis of problems of planning in Russia, and begs the question 
of whether existing planning represents best possible practice. These 
remarks are not intended to denigrate the quality of the essay, but rather 
to underline the simplifications which give the argument its bold sweep. 
Professor Baran raises some important issues of political economy, and it is 
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regrettable that his critics have been so pussy-footed in tackling the basic 
issue of the theory of the state. 

Professor Ruggles’s chapter on “ Methodological Developments ”’ is a 
much superior version of the kind of thing that sometimes gets served up to 
undergraduate societies by tired professors, but with the juice of personal 
prejudice largely squeezed out. Given that this was to be written, Professor 
Ruggles has done a reasonable job of ordering chaos; but it is all about the 
* how ” and the “ what,” it being left to the critics to point to the importance 
of the “‘ why.” In the author’s defence, it could be argued that the critics’ 
answer to “‘ why” (abstraction and prediction as opposed to descriptive 
realism) does not fit all the workaday problems of economic research. Nor 
would everyone agree with Professor Friedman’s faith in positive economics 
and rejection of the scrutiny of assumptions. 

Reviewing a book of this type is extraordinarily difficult—if the reviewer 
could review authoritatively, the American Economic Association’s project 
would be demonstrably a waste of effort. Ultimately, the real test of the 
project is with the students and non-specialists for whom it was intended, but 
who are never invited to write reviews. From their point of view, the pre- 
sent volume may well be more useful than the first, both because it has been 
more carefully prepared and because it is more in touch with post-war 
economic developments. Whether further volumes of the same type will 
prove useful in the near future is another question; these two have mined the 
recent English-language literature fairly thoroughly, and it might be 
preferable to continue the project more modestly in the pages of the American 


Economic Review. 
Harry G. JOHNSON 


King’s College, 
Cambridge. 


A Study in the Theory of Economic Evolution. By T. Haavetmo. Contributions 
to Economic Analysis, III. (Amsterdam: North Holland Publishing 
Company, 1954. Pp.v+ 114. 15s.) 


AN attractive statement and formulation of problems in the pure theory 
of economic growth are given in Professor Haavelmo’s new contribution, 
but the reader does not put it aside with a feeling that these problems have 
been solved. Professor Haavelmo teaches us how to think about growth, by 
laying bare a variety of possible or plausible modes of evolution. It is a 
noteworthy study, since this branch of theory has been ill treated analytically, 
and now he has directed thinking towards logical model building. As we 
would know on the basis of his other researches, which have been noted for 
their clarity of thought, his analysis of economic growth makes the proper 
distinctions between variables and parameters, something which his pre- 
decessors in this field have not done. This follows, of course, from his 
application of formal mathematical models to the problem. An interesting 
aspect of his models is an extension of the customary bounds of economics to 
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include population and technical “‘ know-how ” or education as endogenous 
magnitudes in the equation systems. 

As every scholar is aware, wide variability offers fruitful ground for 
scientific explanation. Results are usually more definite when differences 
to be explained are great. Professor Haavelmo usefully starts out with the 
feeling that much of present economic theory has the objective of explaining 
minute differences, at the margin, or small percentage changes, while enor- 
mous unexplained differentials exist among the different economies of the 
world or among the historical states of the same economy. He drops the 
refined tools of conventional economic theory and uses a global type of 
reasoning leading more quickly and transparently to insight in these larger 
problems. 

The global analysis is based on four main variables: an index of output; 
population; an index of capital; an index of the level of education and 
technical knowledge. These are strikingly few, considering the complexity 
of the problem tackled, possibly too few to lead to success. These four 
variables are associated, in a deterministic system, by four equations: a 
production function (dependent on manpower, capital and technical 
“know-how ”’); an accumulation function (dependent on production, 
population, stock of capital and technical ‘‘ know-how ”’); a law of popula- 
tion growth (dependent on per capita output) ; an education function (depen- 
dent on capital or trend). The law of population growth is usually of a 
logistic type making the percentage rate of growth a linear function of the 
reciprocal of output per head. The production function is either linear, 
parabolic or linear in logarithms. 

The frustrating character of the book—that which led me to say above 
that the problems of economic growth are not solved in it—is that the main 
analytical sections consist of repeated solution of the many combinations of 
two, three or four equations relating the main variables to one another. 
In one model the production function is linear; in another non-linear. 
Sometimes a particular variable is omitted from one or more equations; 
sometimes it is included. Some models are truncated with one or two 
variables and one or two equations suppressed. Since many of these different 
combinations of equations have different implications, which are we to 
accept? A theory of economic growth ought to single out a fairly restricted 
range of models with definite and useful conclusions. In Professor 
Haavelmo’s approach we see that a wide variety of results can be obtained 
by a priori selection of different combinations of functions. In the hands of 
aless gifted person this approach could lead to a type of promiscuity. 

The growth models are dynamic mathematical systems whose solution 
reveals the evolution of the model economy being studied. In business- 
cycle analysis, usually couched in terms of linear differential or difference 
equations, we have learned to look at conditions on fundamental parameters 
to judge the cyclical nature of the solution, its periodicity, amplitude and 
degree of damping. In an essential way, Professor Haavelmo’s non-linear 


models involve the initial conditions, as well as the fundamental parameters, 
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in order to characterise the evolution of the economy. Differences in initial 
conditions, together with differences in parameters, account for inter. 
regional (international) differences in economic development. Professor 
Haavelmo offers a penetrating commentary on the roles of these two sources 
of difference in the problem of growth and development. 

From exact or deterministic models he then turns to stochastic models, in 
which the superposition of random shocks enhances the possibilities of dis- 
similarities, either temporally or spatially. Special problems are posed if 
the random shocks are in differential rather than difference-equation systems, 
and the treatment of this matter is highly useful and interesting, although 
technical. There is also a discussion of a theory of inter-regional relations 
showing how the evolutionary development of several economies can be 
studied simultaneously. 

In making specific points of criticism on this study I should point out 
the absence of such vital concepts or variables in the long-run economic 
process as labour force, unemployment, savings and interest rate. While 
we may applaud the explicit attempt to include population growth as one 
of the endogenous processes, it must be stressed that population is not the 
same as labour force. There are wide differences throughout the world, 
and historically for given areas, in the use of women, youths and aged people 
in wage-paying occupations. Unfortunately, Professor Haavelmo deals with 
a single variable, population, in his production function and his law of 
population growth. An additional implication is that this population mass is 
always fully employed. In so far as his theory of economic growth is meant 
to describe evolution during the capitalist epoch or in the capitalist sector of 
the world, the assumption of full employment casts strong suspicion on the 
applicability of the results. 

Capital as a productive factor, assumed to be utilized at capacity, appears 
in the production functions of the several models, and its time rate of change 
in the accumulation function. Analysis in this form gives rise to an inherent 
set of dynamic properties. There is, however, no analysis of the other side 
of the picture, the release of funds by consumers to permit accumulation out 
of current production, in other words, saving. Related to the assumption of 
full employment is a disregard of saving, yet this would seem to be an 
essential part of economic development and especially important in studying 
inter-regional relations, for capital flows from ‘‘ advanced ”’ countries are 
now being thought of as major sources of finance for development of less 
advanced countries who cannot induce a large enough flow of domestic 
saving to cover the needs of industrialisation. The one market indicator, 
devoid of the arbitrariness of wage and price units, that is related to saving, 
investment and capital flows is the rate of interest. In models of balanced 
growth the interest rate plays a key role, being identified as the rate of growth 
itself. 

It is a cheap criticism that argues that any macro-economic theory is 
inadequate and that the whole gamut of general equilibrium variables must 
be considered in each problem. One should look for ways of strengthening 
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Professor Haavelmo’s models, not by calling for scores and scores of additional 
variables, difficult though the problems investigated may be. Far from 
that, it may be argued that a limited number of strategic variables or con- 
cepts, if properly built into the models, would improve their usefulness 
immensely. 

This brings us to a point of general criticism. Ought we to try to develop 
a theory of economic evolution which is so general that we fail to find expli- 
citly in it the principal characteristics of feudal, capitalist or socialist 
economy? If these models are to help us understand economic history or the 
different historical stages of to-day’s economies, surely they must be much 
more specific. ‘To some extent, a model distinguishing between population 
and labour force, labour force and employment, and savings and investment 
will improve matters, but the reader should also find explicit use of the profit 
motive and the analogous drives of feudal and socialist economies if the 
models are to avoid telling us too little. 

Now that Professor Haavelmo has introduced an extremely sound basis 
for model building in the field of economic growth, the outlook is favourable 
for one with a good grasp of history; a broad acquaintance with cultural, 
social and institutional conditions throughout the world; and an ability to 
carry out statistical measurement to make a resounding contribution to the 


subject. 
J L. R. Kern 
Institute of Statistics, 


University of Oxford. 


Trade, Aid, or What? By W.L. Tuorp. (Baltimore: Johns Hopkins Press 
(London: Geoffrey Cumberlege), 1955. Pp. vii + 224. 36s.) 


In the summer of 1953 there took place over a period of some eight 
weeks a lively series of discussions at the then newly founded Merrill Center 
for Economics at Southampton on Long Island. Professor Willard Thorp 
succeeded in collecting over the period as a whole some forty-five economists, 
of whom the present reviewer (let me admit it) had the privilege of being one, 
to discuss the broad questions represented by the title of this book. There 
were eight or ten fortunates who continued throughout the period; others 
came and went each fortnight as the particular subject of discussion changed. 
Those who attended were almost all economists who had, during the war or 
since, played some part in economic administration and the State Depart- 
ment, the International Bank, the Fund, the O.E.E.C. and G.A.T.T. were 
all well represented, though in no sense officially. The discussions themselves 
were free and unplanned; there were no “ conference papers,” though we 
chose the topics for daily discussion and individuals were asked to open the 
argument. The preparation of a report was no declared part of our inten- 
tions; but at the end some few of those who had been present throughout 
put down on paper some account of the issues that had emerged. From that 
rough material Professor Thorp has succeeded in making a book. 

The subjects that came in for discussion were first, those of inter- 
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national trade and payments, secondly, those of currency and foreign 
exchanges, thirdly, those of economic development and foreign lending, 
No attempt was made to reach agreement, though few who were present 
failed to come away with a greater awareness of other people’s problems, 
And Professor Willard Thorp has—rightly I think—made no attempt to 
superimpose his own views on the disputations of the rest of us. Thus the 
value of this book lies in an attempt to see clearly and state fairly the problems 
facing the world without too rigid preconceptions about solutions. But 
this does not mean that the statement of the problem pays as much heed to 
the most foolish as to the best possible solution. It means rather that an 
attempt is made wherever possible to discover the best economic solution 
from the point of view of all countries, to study the implications of such a 
solution for those who might be damaged by it, to assess the damage and to 
attempt to see ways of averting it. Thus the importance to the world ofa 
high level balance of payments with North America is allowed to emerge 
clearly; there is a full, frank and very valuable discussion of the restrictive 
effects on international trade of the United States tariff and of the possible 
effects on trade and on particular United States industries of possible 
measures to lower the tariff. At the same time the implications for other 
countries of a world of freer trade are not burked. 

Similarly, the discussion of convertibility, of its possible advantages and 
equally possible dangers is full and frank. A genuine attempt is made to see 
the virtues of the more limited convertibilities of the Sterling Area and of 
E.P.U. and the risk that an attempt to push world convertibility before 
conditions are ripe for it may destroy these limited or regional converti- 
bilities without creating something effectively to take their place. In 
addition, there is a useful discussion of the central problem of the adequacy 
of reserves and the dangers of excessive obligations with insufficient reserves. 

Professor Thorp has been much more successful in making a book out of 
his material than most of us could have dreamed to be possible. I believe 
that many who did not enjoy the opportunity of hearing him and his cdl- 
leagues discuss will find this analysis of the world’s problems valuable and 
feel a vicarious gratitude to Mr. Charles Merrill for the endowment which 
has made this kind of clarification of the world’s problems more possible. 
For clear thought is the first and necessary step to effective action. 

Austin Rosrnson 
Sidney Sussex College, 
Cambridge. 


A Theory of Economic—Demographic Development. By Harvey LEIBENSTEL. 
(Princeton: Princeton University Press (London: Geoffrey Cumber 
lege), 1954. Pp. xi+ 204. 32s.) 


Tuis powerful study from the Office of Population Research of Princeton 
University deserves the careful attention of economists interested in the 
interactions of population and income or welfare. It is mathematical, but 
Professor Leibenstein marshals his regiments of symbols with orderly skill 
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and the course of his campaigns is easy to follow—the more so because of the 
refreshing clarity of his prose. 

The starting-point is a static Malthusian equilibrium—average income 
(with given natural resources other than population) falling with increasing 
population, and population just maintaining itself at one level of average 
income, increasing at higher incomes and declining at lower incomes. If 
resources remain unchanged, a population obeying these rules will remain at 
the so-called “‘ subsistence” level, at which it just maintains itself. But 
what if fresh resources are injected into the system, or if innovation improves 
the use of the resources already present, or if emigration lessens the pressure 
of population? It is desirable that the equilibrium of the system, for such a 
change, should not be stable; for a stable equilibrium would simply mean that 
population would increase to press just as hard upon the new resources as it 
did upon the old. What is wanted is a system in which average income, 
given one kick upwards, will go on increasing. 

The results of an investigation of stability are interesting. First, it is no 
good giving a feeble kick; for small displacements, the system is stable. 
Second, a series of lusty kicks, appropriately spaced through time, may be 
more effective than a single supreme effort; though in practice it is hardly 
conceivable that the correct spacing could be “planned.” Third, the 
characteristics of the system may be such that no stimulus to income is 
sufficient to break away from the Malthusian equilibrium. Fourth, to try 
to break away and fail may be worse than not to have tried at all. 

Professor Leibenstein pursues his study into the complexities of inter- 
sector and micro-economic relationships, but the argument becomes of such 
generality that it is difficult to relate to practical issues. A final chapter does 
some useful clearing up of the theory of optimum population. If the size or 
the path of a population is wholly determined, then it is useless to describe it 
as “ optimum ”’: it is what it must be. The possibility of a “ best ’’ comes 
in with the existence of choice. If the results of alternative policies on popula- 
tion, income, wealth, “‘ welfare,” etc., are fully determinate, then the opti- 
mum population sizes can be defined as those which are consistent with “a 
set of achievable economic states preferred to all other achievable economic 
states.” But what if (as is more likely) the outcome is uncertain? Are a 
population and an economic state which are much to be desired, but uncer- 
tain of achievement, to take preference over a less desirable but more probable 
outcome ? 

Professor Leibenstein’s main theory is clearly very difficult to test, and he 
thinks it too early to begin the process of testing. Yet it might be possible to 
make some conjectures about the magnitudes of the parameters and the 
behaviour of the principal variables, which would enable certain of the 
theoretical possibilities to be eliminated from practical consideration. It is 
to be hoped that workers will not be wanting in this important borderland 


of economics and demography. Cuarues F. CARTER 


The Queen’s University, 
Belfast. 
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Savings in the Modern Economy. A Symposium. Edited by W. W. HE ter, 
F. M. Boppy and C. L. Nexson. (Minneapolis: University of 
Minnesota Press (London: Geoffrey Cumberlege), 1953. Pp. 370, 
40s.) 


I wonbeR if there is any other field in which the qualitative and empirical 
have interacted to such mutual enrichment as in the sphere of savings (or 
consumption) behaviour. Perhaps this accounts in some measure for the 
degree of success that attended the conference on savings, inflation and 
economic progress held under the auspices of the University of Minnesota 
with the active and generous financial support of a number of non-academic 
bodies, including banks, insurance companies and business corporations. 

Not that controversy has yet given way to accord. Far from it, as the 
contents of this symposium of conference proceedings so clearly testify. But 
one can feel somewhat envious of the array of statistical material bearing on 
savings now assembled in the United States, which it is the function of the 
theorist to interpret, and the apparent inconsistencies in which it is his duty 
to resolve. 

Though this in itself would have provided ample material for a confer- 
ence, the planning committee decided to make a broader approach, which 
enabled representatives of political and financial institutions to take an active 
part, contributing their knowledge and presenting their problems to the 
forum of discussion. 

The conference proceedings were divided into four sections. The first— 
savings and economic policy—contained papers by Mr. Douglas Abbott, 
the Canadian Minister of Finance, Mr. Hugh Gaitskell, former Chancellor 
of the British Exchequer, Professors Hansen and Slichter, Messrs. E. A. 
Goldenweiser and H. C. Sonne. 

Professor Slichter is concerned with long-term trends in inflation and 
savings. He seeks to identify the generally deflationary influences in the 
American economy, on the one hand, the inflationary ones, on the other, and 
concludes that on balance the latter will predominate in future, resulting in 
a generally rising price level. Provided that price increases are gradual and 
acceleration of trends not anticipated or realised, he concludes that this 
would be preferable to a stable price level which would entail periods of 
unemployment. The deflationary influences delineated by Professor Slichter 
include the satisfaction of pent-up post-war consumer demand and industrial- 
replacement requirements, the re-entry of Germany and Japan into world 
trade, growth of pension funds and increases in taxes and repayment of 
private debt. Inflationary forces listed include population increase, 
technological research, wage policy and public policy directed towards high 
demand and employment. 

One may question whether population increase is necessarily inflationary, 
increasing effective demand, the relevant criterion, not being certain to 
emerge. And is the transition from technological research to innovation 
quite as smooth or assured as he suggests ? 
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The next section, and in terms of contributions the largest, was concerned 
with savings concepts, data and behaviour. Here the methodological track 
was cleared of many obstructions by Messrs. Irwin Friend and Lawrence 
Klein. Then Mr. R. W. Goldsmith provided a foretaste of his forthcoming 
volume on savings in a paper on trends and structural changes in savings in 
the twentieth century. The most valuable work in the provision of long-term 
savings estimates undertaken by Professor Kuznets and Mr. Goldsmith was 
directly responsible for theorists having to rethink the savings problem in 
recent years. Now in addition to evidence of the long-term stability of the 
saving—income ratio Goldsmith shows that the distribution of national savings 
among the main savers groups shows little secular change over the last fifty 
years, provided war periods are disregarded and government pension and 
retirement funds accretions are treated as personal saving. Another interest- 
ing feature is the tendency for the share of relatively illiquid forms of saving 
to increase. One may well ponder with Mr. Woodward whether the 
constancy of the saving—income ratio can be as readily accounted for as at 
first sight appears. 

Then comes a vigorous discussion of individual saving behaviour in which 
Professor Duesenberry kicked off and the well-known protagonists Miss 
Dorothy Brady, Mr. De Vegh, Professors Margaret Reid, Simon Kuznets, 
James Morgan, James Tobin and McCord Wright saw to it that none of the 
onlookers went to sleep. 

An examination of the determinants of corporate savings by Professor 
Lintner and contributions by Professor Galbraith and Messrs. W. Thomas 
and R. Murray complete the section. Professor Lintner’s analysis falls into 
two parts—the relation between corporate profits and national income and 
the determination of the share of net corporate profits that will be distributed 
(or retained) in any time period. Comment is restricted to the former. 

The share of corporate profits in national income had been accounted for 
by Modigliani by means of his ratchet principle. His equation expressed 
the profit-income ratio as a function of a cyclical income index defined as the 
difference between current and previous peak national income divided by 
current national income where all variables are measured in real terms per 
capita. Professor Lintner has two criticisms of this formulation. The first is 
that population should not enter the function as a deflator as “ corporations 
respond to the demand for their products, not to the demand per capita” 
(p. 239). The relevant peak demand is not real national income per head 
but real national income. Population goes on increasing, even during de- 
pression, and the per capita measure serves to delay the change-over from 
cyclical to secular stretches of the function much too long. 

The second point is that the Modigliani ratchet function contains the 
assumptions that long-run marginal costs are higher than short-run and that 
the margins betwen prices and short-run marginal costs are unchanged over 
time. On the former Professor Lintner argues that if firms are still operating 
ator below optimum size after the new investment, long-run marginal costs 
will be equal to or less than short-run marginal costs, whereas if production 
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functions change as capital is increased, savings in variable costs may offset 
the extra overheads, lowering unit cost and, eventually, though often after a 
fair lag, prices. Now the resulting relation between prices and unit (prime) 
costs depends, inter alia, upon the type of market situation, the nature of the 
capital investment (competition-reducing, etc.) and whether business con. 
ditions are favourable or depressed. It is not too clear what assumptions as 
to entrepreneurial behaviour are being made at each step of the argument, 
Many of the difficulties are, of course, attributable to the inadequacies of our 
theories of entrepreneurial behaviour under various market situations. 

Accepting Professor Lintner’s reservations—and many of them appear 
justified—what conclusions does he draw? He argues that Modigliani has 
not established a kink in the profit-income relation at the point where pre- 
vious peak income is regained—the factors mentioned will tend to keep 
profits up to those given by the line linking trough and previous peak income 
even after that peak has been passed—but that there will be two approxi- 
mately linear relations, one between trough and boom, and the other between 
boom and slump, the latter being the steeper of the two. 

Professor Lintner would be the first to argue that his conclusions are 
tentative, but one might suggest that the work of Mr. Kalecki on the wage- 
income ratio may serve to throw light on some dark places. In particular, 
his analysis of the effect of overheads on profit margins via the degree of 
monopoly may prove useful. To the extent that the degree of monopoly 
rises in slump there may be need to modify both the linearity and steepness 
assumptions of the profit-income relation. 

The third section was concerned with savings in relation to under- 
developed economies, and included papers by Messrs. Eugene Black, E. M. 
Bernstein, E. A. Ross, F. Pazos and B. R. Shenoy. The final section, on 
savings and inflation, contained one paper only, by Mr. George Garvy, 
which was made available but not read at the conference. 

Naturally the things one selects in a book of such range will depend upon 
one’s interests and degree of familiarity with the literature. To this reviewer 
two papers in particular stand out—Mr. Goldsmith’s advance report on 
savings in the United States and Professor Lintner’s researches into that 
meagrely analysed field of corporate savings behaviour. Mr. Bernstein’s 
detailed study of the financing of economic growth, which stresses the diffi- 
culties of avoiding pure inflation in under-developed countries when they 
try to lift themselves without outside aid, and Mr. Garvy’s thorough analysis 
of the inflation problem in the United States, are also substantial pieces of 
research. It is interesting, too, to read Professor Duesenberry’s further 
thoughts—which relate principally to the influence of asset holdings on 
savings behaviour—but with this section on individual savings behaviour one 
feels how much more the participants must have derived from personal 
discussion than can be conveyed to the reader. One feels that one is only 
getting a look through keyholes into rooms where much activity is taking 


place. 
This book is the report of a conference, and as such suffers from most of 
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the defects that one encounters in volumes of this kind. The participants 
were a very high-powered group, and many stimulating thoughts pervade the 
pages of the symposium. It is a book from which one can obtain a good 
vista of the mountainous nature of the terrain and which makes one eager to 
repair to the fuller reports of the research where and when they are available. 
MALcoto R. FIisHER 
Cambridge. 


Shares of Upper Income Groups in Income and Savings. By Simon Kuznets, 
assisted by ExizaBeTH Jenks. (New York: National Bureau of 
Economic Research, 1953. Pp. xli+ 725. $9.) 


THERE are certain works by economists which one might contemplate as 
gifts for friends outside the profession. This is definitely not one of them. 
Of all the volumes of economics ever published it is one of the most limited in 
its appeal. 

This is not due to the unimportance of the subject, the economic basis of 
the social structure of one of the most purely “ capitalist ’ of countries, over 
the period 1913-48. The reason why it will never be widely read is because 
it consists of over seven hundred closely printed (and as closely argued) pages, 
126 tables (mostly long and detailed) and scores of graphs. Only the special- 
ist in income distribution could or would follow the argument through all 
the permutations of income concept (taxable, ‘‘ economic,” disposable, 
adjusted), of unit (recipients, persons, spending units, “‘ equivalent adults ’’), 
of population (total, non-farm), of inequality measure (percentage shares, 
concentration ratios, income multiples). Even the specialist, unless he is a 
reviewer, will hardly read it all. 

Nobody could fail to be impressed by the patience and thoroughness with 
which Professor Kuznets and his research team have brought the available 
information in the field into a single statistical framework, and by the meticu- 
lous care with which every stage in the construction is described. This, 
moreover, massive though it is, must be seen as part of a still greater structure, 
the National Bureau’s programme for revealing the fluctuations and trends 
in the economy of the United States, a structure intended to last for a very 
long time. 

Yet how many other economists, particularly British economists, would 
have been able to resist the temptation to discuss the results? Many of us 
would feel more vexed than St. Anthony if our principles restrained us from 
giving more than a couple of pages (of what are admittedly “notes ’’) to the 
explanation of why, after two decades of near stability, even over trade cycles, 
the share of the top 1% declined from 12% of disposable income in 1939 to 
8% in 1946. Most writers would indeed have felt obliged to assess the 
permanence or transience of the post-war income distribution. Even more 
curious is to discuss savings in the war and post-war years without exploring 
the changing scarcities of consumer goods. The author is indeed sticking to 
his last, so much so that he does not interest himself in whether the shoes are 




















316 THE ECONOMIC JOURNAL 


[JUNE 


for tennis or hiking. I half expected to see on the title page this motto: 
De maximis non curat economica. 

Such puritanical empiricism, explicitly avowed in the opening sentences 
of the book, is really beyond the reach of criticism: the reviewer must accept 
the self-imposed terms of reference. Indeed, after decades of theory without 
numbers, or at best few numbers, it is a little refreshing to find a hundred 
thousand pieces of factual information (at a rough guess, based on a random 
sample of pages) with hardly a suggestion as to the light they throw on the 
theories of income distribution or cyclical instability. 

But what can be criticised is the sketchy discussion of the significance of 
the categories used, a common weakness of the extreme empiricist. After 
all, one cannot escape from theory by ignoring it. Ifso much time had to 
be spent on the thousands of double-logarithmic interpolations required for 
the tables, was it not worth pondering a little before dismissing illegal income 
as by definition outside the scope of the inquiry (p. 438)? Suppose it were 
shown that the growth of “ rackets ” during and after the war had offset to 
some extent the greater equality of legal income, would this not affect the 
way in which one looks at the conclusions? Is it self-evident that “ dis- 
posable’ income should be income after expenditures on gambling, phil- 
anthropy, etc., have been made (p. 12)? And is it not worth while examining 
rather thoroughly the very common impression, at least in Manhattan, that 
a growing, and now high, proportion of luxury consumption has been 
financed by expense accounts unrelated to the real requirements of industry? 
Whether or not under-reporting of income on tax returns is serious at a 
particular time (and the discussion of the audit of tax returns is not very 
impressive), has evasion not increased as the tax rates rose, thus causing 
income shares derived from tax assessments to overstate the egalitarian trend? 
Certainly Professor Kuznets is only discussing changes in categories of in- 
come he carefully defines. But it is not very surprising if other people, 
particularly the great majority who learn the results at second hand, assume 
that he is interested in, and saying something about, the relative welfare of 
different classes in society. 

Buried under the rubble of data are some interesting fragments. For 
example, over half the “ civilian earners ” in 1946 in the top 5% had never 
been to “ college ’’ (one-fifth of this elite had never been to high school). 
Moreover, of those in a high stratum in any one year, over half would have 
been found in a lower group within a very few years. This implies, as Pro- 
fessor Kuznets shows, that if we take decade incomes instead of annual 
incomes the distribution is considerably more equal. It also suggests an 
astonishing social mobility, at least to British eyes, and a society in which 
property income has been, at least in a superficial sense, relatively unimpor- 
tant. Other indications are that in 1935-36 wage-earners and clerks formed 
nearly a third of those in the top 8% of incomes, and that employment tended 
to be the main source of income for the upper-income brackets, except for 
the highest 1°,—and even for this stratum dividends were only slightly 
more important. 
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The section on savings is much thinner, and relies a good deal on inference. 
It appears that the proportion of income saved is very steady for upper- 
income groups, and this is taken to imply that the cyclical variation in this 
proportion for the whole population is due to violent changes for the lower- 
income groups, and that the ratio of the savings of the rich to total savings 
rises Sharply in a recession. 

The second half of the book deals with the points of technique, and there is 
much for the technician. The reader who does go right through the book 
becomes increasingly uneasy, as the weeks pass, about the validity of drawing 
conclusions from the per capita distributions. The basic distributions are by 
income recipient, and only for each income group is it possible to convert 
income to a per capita basis. Thus the lower groups will contain many 
single persons having higher incomes per capita than have large families in 
groups higher in the scale. It was a relief to discover, towards the end, that 
when one uses material which permits a proper per capita distribution to be 
calculated, and compares the results with those obtained on the method used 
in the book, the difference is not so great as to damage the earlier analysis. 
Many other gaps and biases are also skilfully assessed, forming altogether an 
impressive demonstration of how such problems should be handled. Ofsimilar 
technical interest are the uses of the Lorenz diagram to measure how much 
inequality within groups contributes to the total inequality of distribution. 

Although returns for the non-specialist diminish quickly thereafter, the 
opening section contains a summary of the main procedures and the most 
important results. These pages make the book, for any economist, well 
worth borrowing. 


New York. 


Dubey SEERS 


Il Monopolio nella Teoria Economica. By S. Lomparpini. (Milan: Societa 
Editrice ‘‘ Vita e Pensiero,” 1953. Pp. 317. L. 1,700.) 


Tuts book is a survey of the theory of the firm in conditions of imperfect 
competition, designed as a step towards a view of the economy in both its 
structure and development. The treatment is ample and extensive, allowing 
the author to develop his own original framework and contributions, and to 
comment fully on the work of others. He starts with a long and interesting 
historical introduction and passes through problems of definition, short-run 
models, growth of the firm, issues of new entry and strategy, to dynamics and 
welfare. His method is similar to much that has been written on the theory 
ofthe firm ; it does not lie in the field of inductive investigations, nor in that of 
teat analysis by a model, or models, but in a sort of territory between the 
two, with some simplified models, seizing on particular aspects, followed by 
generalisations about behaviour, probable courses of growth, and possible 
ilternative policies and results. 

In his short-run equilibrium theory special attention is given to those 
tatures of the situation which give rise to kinks in the demand curve round 
he existing price and output position: those factors, that is, making for 
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price rigidity. (Part of this analysis is available in English in Monopoly and 
Competition and their Regulation, reviewed in a recent issue of this JouRNaL,) 
The first kink arises from the probability that any suspicion in a busines. 
man’s mind that the prices at which he can sell different outputs will be 
lower than his estimates will increase the more he moves away from his exist. 
ing position. The slope of the “ expected” demand curve, on the basis of 
which he will adjust policy, will therefore be greater to the right of the existing 
position and less to the left than it would otherwise be. 

There may be a kink of an opposite kind (pointing towards the horizontal 
axis) in the demand curve of a firm which has competitors; a rise in price 
may only drive off the firm’s own marginal customers, whereas the firm may 
gain the marginal customers of a number of other firms by a reduction in 
price. The result is that there are likely to be three intersections of the 
marginal cost with the marginal revenue curve, and the firm is faced witha 
choice between a low output, exploiting consumer preference for its product 
to the full, and a high output, competing with its rivals, if its existing position 
does not yield the highest profit. 

Thirdly, there is the well-known likelihood of the reactions of rivals lead- 
ing to the opposite kind of kink in oligopoly. 

The treatment of the cost curve is also interesting, since depreciation is 
separated out from fixed costs (those remaining being associated with the 
** organisation ”’ of the firm) and made, except for some cases, a function of 
output. The author argues that the contribution of a certain period to the 
reconstruction of the efficiency of the plant will be influenced by the “ hor:- 
zon’ of the entrepreneur, and will be greater when business is good, and 
vice versa. In most cases output can be taken as an index of business condi- 
tions. This seems plausible, but when a cost curve formed in such a way is 
used as one of the elements in the determination of price and output doubts 
arise. In good times it is more likely to be the case that high demand witha 
particular price policy permits a high provision for depreciation, than that 
high provision is a factor in the formation of the particular price and output 
policy. In bad times the decision to be satisfied with little provision may, 
however, allow a particular price and output policy. 

It is impossible to mention more than one or two of the many interesting 
issues raised in going beyond these short-run models. Professor Lombardini 
is convinced that the internal forces moulding the behaviour of mono- 
polistic firms have an important influence on the structure and growth of the 
whole system. In the growth of the firm itself he thinks it is possible to dis 
tinguish two phases; one of initiative, output expansion and active search 
for profits; the succeeding one of defence, product differentiation, develop- 
ment of other products, measures to restrict entry and advertising. Firm 
take account of long-term demand conditions from the start, so that exces 
capacity is not an important consequence of monopolistic competition. He 
takes a rather pessimistic view of effects on the dynamics of the whole 
system. Variation in tastes and costs will tend to induce smaller changes in 
output than if conditions were competitive. Thus growth may be held up 
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by failure of the capital-goods sector, which is likely to be strongly mono- 
polised, to respond to an increase in investment demand, and the effect of 
a public works programme on activity and employment may similarly be 
lessened. 

Altogether Professor Lombardini has produced a stimulating review of 
a wide field. 

P. S. Groves 
University College, 
Leicester. 


The Control of Public Expenditure. Financial Committees of the House of Commons. 
By B. Cuuss. (London: Oxford University Press, 1952. Pp. viii + 
292. 25s.) 


Mr. HERBERT Morrison, in his recent Government and Parliament, insisted 
on our admitting what we all knew to be true but were somehow reluctant 
to concede: that British government is expected to be, and is, front-bench 
government. The Comptroller and Auditor General, more slightly but 
with an equal authority, has lately added the financial clauses to Mr. 
Morrison’s bill: 

** The financial conscience of the nation which, so far as one can 
gather, was in Gladstone’s day shared broadly by the whole House of 
Commons, is now largely the prerogative of the Crown and the 
Executive.” (Sir Frank Tribe, “ Parliamentary Control of Public 
Expenditure,”’ Public Administration, Vol. 23, Winter 1954.) 

In one sense, that of the determination of the main lines and quantities of 
public expenditure, Parliament has lost control entirely. There is, in fact, 
a “ growing tendency of Members of Parliament to try to bring pressure on 
the Government to spend more and more.” Nevertheless, in the other sense, 
that of “‘ audit” and—a peculiarily British institution—* accountability,” 
the power of Parliament is maintained as strong as ever: 

“It is remarkable how back-benchers of all parties still retain the 
time-honoured tradition of guardians of the public purse if there is the 
slightest suspicion that the Government are failing in any way to secure 
complete Parliamentary authority for every penny spent.” 

It is in this peculiar context, of front benches and back benches, estimates 
and appropriations, committeees successful and committees failed, then, and 
in no simpler analyses of private and community preferences, that explana- 
tions for the scope, scale and efficiency of public expenditures are, if any- 
where, to be found. At this point, therefore, it is a pleasure to return to 
Mr. Basil Chubb’s The Control of Public Expenditure, a book which this 
reviewer first enjoyed reading in 1952, but without then paying the price of 
the review which was due for the privilege. 

Mr. Chubb’s book is strictly defined on its title page. Its concern is with 
the financial committees of the House of Commons. These are treated 
exhaustively: the Public Accounts Committee, evolved that the Commons 
might use the knowledge thrown up by the developing processes of appro- 
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priation, Exchequer control and audit, and until 1912 their only means of 
so doing; the Estimates Committees of 1912-14 and 1921-39, which 
attempted the impossible and failed; the National Expenditure Committees 
of war-time, which pointed the way to more efficient methods of working; 
and the present Estimates Committee, whose merits and limitations lead 
easily on to a general discussion of what is needed to-day and what particular 
improvements might be made. There is no discussion of the grand questions 
—the amounts of taxation and expenditure and the objects to which public 
money should be applied. It is an examination of how the House may 
“ensure that the policy which, though it is the government’s in origin, it 
endorses and makes its own, shall be carried out accurately, faithfully and 
efficiently.” This examination is thorough and complete, even to appen- 
dices which record committee meetings per decade since 1870 and the 
arrangements around the table at sessions of the P.A.C. Furthermore, it is 
most readable. 

What of Mr. Chubb’s conclusions? ‘‘ If history and analysis bear witness 
to the success of the Public Accounts Committee,’ he writes, “ they show 
equally its limited field of action.”” The P.A.C. is successful as an accounting 
control, and an accounting control alone neither prevents the waste of public 
funds nor guarantees the value for money in government purchases. “ The 
story of the Estimates and Expenditure Committees is, therefore, the story 
of the House of Commons’ efforts to extend its control.’ Mr. Chubb is confi- 
dent that the House is right, both in the role it thus takes upon itself and in its 
mode of discharging it. The effect of committee investigation, he avers, 
should stimulate not reduce, ministerial responsibility. Question time and 
‘a short, sharp, vigorous debate on the Adjournment ”’ are no substitutes. 
Neither, at the other extreme, are expert inquiries by a commission or by a 
paid officer. Mr. Chubb is also satisfied that the lines which our so-called 
Estimates Committee has now got on to are the right ones. It is a select 
committee, made up of members of the House, but it should not, and does 
not, rely on the Estimates alone. They are only one, and a very limited, 
source of information. The sting is in Mr. Chubb’s tail. If full oppor- 
tunities for testing efficiency of operations were being operated by the depart- 
ments themselves, new sources of information for the select committee would 
become available. 

This is one of the best books in public finance published since the war. 

R. C. TRess 
University of Bristol. 


The National Income of Nigeria 1950-51. By A. R. Prest and I. G. Stewart. 
Colonial Research Studies, No. 11. (London: H.M. Stationery Office 
for the Colonial Office, 1954. Pp. 124. 8s. 6d.) 

Tuis excellent study will be useful and stimulating not only to those 
focusing on Nigeria itself, but to all concerned with national accounting for 
under-developed areas. It has the merit of aiming at a comprehensive set 
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of statistics rather than at a few broad aggregates, and gives ample notes on 
the sources and methods used. While the whole does not add up to a com- 
plete and articulated set of national accounts, it contains the greater part of 
an accounting system, with quite full detail on the various transaction flows. 
The gross product of Nigeria is presented in a breakdown by final expendi- 
tures as well as by industrial origin and a beginning is made to an income 
shares breakdown, though the latter necessarily includes a large unclassified 
segment of income of farmers, small traders, artisans and a host of minor 
occupations. In addition, accounts are given for the various levels of govern- 
ment, and for the balance of payments, while a detailed reconciliation is 
provided between the domestic and the national products. The statistical 
presentation is completed by a regional distribution of the gross product in 
both its industrial and expenditure breakdowns. There is evidence through- 
out that the authors have been painstaking and imaginative in sifting avail- 
able sources of data and in supplementing them by information they obtained 
in the field. 

Apart from the statistical presentation itself, the volume contains four 
chapters or sections which should be mentioned. These are a provocative 
introductory discussion of conceptual matters, a concluding analysis of the 
results, an appraisal of the accuracy of the estimates and a section on sugges- 
tions for further work. I liked the latter three of these very much, but must 
confess to considerable irritation with the first. 

To work off my irritation first, this arises not so much because of disagree- 
ment with the novel treatment of a few conceptual points which the authors 
appear to find necessary to fit the conditions of an under-developed country. 
Itis rather the general tone of the chapter, a persistent straining to emphasise 
the economic peculiarities of under-developed countries which, we are led to 
believe, ought to affect the basic concepts of social accounting—but then 
which don’t affect them. I am quite ready to welcome any changes in western 
conventions to adapt social accounting to other types of countries. But 
apart from the need to impute a larger part of productive activity and to 
add a few items of imputation, I have never seen a demonstration of what 
these changes should be. 

Certainly there is a streak of obscurantism in what we are treated to by 
Dr. Prest and Mr. Stewart. They say, for example, that the distinction 
between production and living is often nebulous in Nigeria—but give no 
hint of its implication. Or, they ask if payments to beggars are really trans- 
fers when begging is a “ profession ” and there is a strong social obligation to 
give—but then treat them as transfers. Then they say, in the incomes 
derived from farming, trading and other small-scale enterprises of Africans, 
any distinction between incomes from work and from property is impossible 
—as if this were possible for similar enterprises in advanced countries. 
They also seem to find it peculiar that ‘‘ even when we can sort out property 
incomes a fine division between profits, interest and rent is often meaning- 
less.” And, for a final example, they find that, although direct tax obligations 
ae a small percentage of total income for most Africans, the concept of 
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disposable income as a whole, and, a fortiori any individual’s disposable 
income, must inevitably be shadowy and ill defined because of the social 
obligations to support dependent relations, ill-prospering members of the 
tribe and professional beggars. Most readers will surely envy the authors 
their apparent immunity from corresponding social sanctions on the spending 
of their disposable income in a “‘ developed ” country. 

Let me emphasise that the authors do not let such foibles interfere with 
their practical work, which is based almost entirely on standard concept, 
and that their treatment of particular conceptual problems such as dual- 
nationality companies, government institutions operating partly in London 
and balance-of-payments issues is quite sensible. However, a few changes 
from standard practice they introduce to adapt national accounts to 
Nigerian conditions leave me unimpressed. I am not convinced by their 
arguments that imputed food consumption should be valued at retail rather 
than farm prices, nor that export taxes should be considered government 
property income rather than indirect taxes. I violently disagree, as I have 
argued elsewhere, that housewives’ general services of cooking, cleaning, 
child bearing, child minding and the like should be considered economic 
activity—or that their value should be measured by the annual sums paid 
over in bridal prices. Further, I do not see in what sense the gross domestic 
product is the most appropriate single aggregate for use in Nigeria, but 
agree with the authors’ actual practice, which is to compute the national 
product as well. 

The other three sections of the volume noted above, must be warmly 
recommended to all readers. The fact that income per head is shown to be 
very substantially higher than previously believed and that the gap between 
the domestic and the national product is quite narrow are only the most 
striking conclusions. The appraisal of reliability has the merit of being done 
in detail, while the suggestions for further work are both constructive and 
practical. They cover not only national income work but also the broader 
aspects of basic economic statistics, and should be useful to other under- 


developed areas as well as to Nigeria. 
MILTON GILBERT 


Organisation for European Economic Co-operation, 
Paris. 


Die Nachfrage nach Nahrungsmitteln und thre Abhangigkeit von Preis- und Einkom- 
mensdnderungen. By H. Goxtnick. (Hamburg and Berlin: Paul 
Parey, 1954. Pp.110. DM. 5.) 


Tuts volume, though somewhat slim by recent standards, represents a 
notable contribution to the field of demand analysis. It is based on a study 
of some 135 Hamburg families who returned accounts of their household 
expenditure, month by month, for the period of a year between August 1949 
and July 1950. Using the now well-established methods of Schultz, Stone 
and Wold, the author obtains estimates of income elasticities, own-price 
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elasticities and cross-elasticities for a group of five foodstuffs: eggs, butter, 
margarine (including cooking fat), cheese and meat. 

The main novelty of the method is that estimates of price elasticities are 
derived from observations extending over such a relatively short period of 
time. The variations in prices to be found in a year necessarily contain a 
very high proportion of seasonal elements; for the most part it is these that 
determine the value of the estimates obtained in this study. 

Seasonal movements have this peculiarity: while they are of an essentially 
short-term nature, they are generally anticipated by consumers to a sub- 
stantial extent. The housewife bottles plums during the glut, and when they 
are scarce she is able to reduce her demand and benefit from her forethought. 
The consequence of this is that the accompanying seasonal movements in 
quantities purchased show rather wider variations than would be in the case 
if the price movements were not anticipated. It is not therefore altogether 
surprising that Dr. Gollnick’s estimates of various elasticities are rather higher 
than those obtained in studies based on year-to-year variations in prices. For 
example, for the own-price elasticities of eggs and butter, Gollnick finds for 
both commodities values in the region of —2-0 to —3-0; whereas Stone et 
al, in their recent United Kingdom study of the inter-war period find values 
in the region of —0-4. Whether the higher or lower estimates are the correct 
ones for use in a particular problem must depend on the circumstances of the 
problem; demand for a commodity may be elastic in the short-run but 
inelastic in the long-run. It is only by carrying out more (and, especially, 
more varied) studies of demand that a fuller quantitative picture can be 
built up of its very many determinants and their varying effects over time. 

Other interesting features of the study are that the calculations have 
throughout been carried out separately for five income groups; the use, in 
estimating price elasticities, of average prices paid by the consumer instead of 
the prices of standard varieties of the commodity (a higher average price 
paid may only indicate the purchase of a better quality of the commodity, 
and this is therefore not an entirely satisfactory procedure); and the fact 
that of the various cross-elasticity estimates very few seem to satisfy the 
Slutsky equation. 

Despite a substantial number of diagrams, statistical tables (including the 
basic data) and mathematical symbols, the booklet has been produced at a 
commendably low price. 

S. J. Prats 
National Institute of Economic and Social Research, 
London. 


Monopoly and Competition in Banking. By D. A. AtHaperF. (Berkeley, 
California: University of California Press (London: Cambridge 
University Press), 1955. Pp. 294. 34s.) 


Tuts book is mainly devoted to a study of the banking system in California, 
and in particular to a comparison of the four banks with branches with the 


unit banks in that state. Methods of analysis made familiar by W. L. Crum 
No. 258.—voL. Lxv. Y 
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show how the assets structure and earnings of these banking corporations 
vary by size and type of bank. 

Many points of general interest emerge from this analysis. There jg 
an excellent and timely dissection of customer loan rates showing how they 
vary from the low rates charged to large customers, for some of whom the 
open market in commercial paper is an alternative source of funds, to the 
high rigid rates charged to small borrowers in small country towns. It is 
noteworthy how the variations in prime loan rates with other short-term 
interest rates, such as the Federal Reserve rediscount rate, commercial 
paper and Treasury Bill rates, are not matched by any apparent variations 
in rates for small loans. But Mr. Alhadeff does not pursue the question as 
to whether the volume of such small loans shrinks when money becomes 
tight—whether, in other words, such customers suffer from rationing of 
credit. He seems to overestimate the importance of the fact that such small 
borrowers are in a weak bargaining position having no other adequate 
source of funds available and to underestimate the costs involved in making 
small loans. For his statistics show that the smallest size class of unit banks 
which earned a high rate of interest on their loan portfolios (of small loans) 
earned a low rate of return both on their total assets and on their own capital 
(Tables 26, 30 and 31). 

It is clear that the profitability of branch banks when compared with 
all unit banks is due to their ability to economise on liquid low-yielding 
assets. For they obtain a higher rate of return on total assets and on their 
capital from a lower average yield on loans and investments. If the yield 
on loans be regarded as their mark-up, they can be described as efficient 
low-cost producers. 

More detailed comparisons between branch and unit banks are tricky 
because the unit banks most nearly comparable to the branch banks on a 
size classification are the largest city banks doing a significantly different 
business. This surely accounts for the conclusion—which Mr. Alhadeff 
finds curious—that the average loan rate of the branch banks—with their 
substantial small country town, small loan business—is above that of the 
biggest unit banks lending mainly to large city borrowers. 

Ideally one would like to know how the earnings and charges of that 
segment of the unit banking structure displaced by the branch banks com- 
pared with their supplanters. Such statistics are, of course, not available; 
but an approximation that might well be pursued further is a comparison 
of branch and unit banks on a portfolio rather than a size-group basis, 
e.g., of a branch bank with a loan portfolio yielding 5°, with a unit bank 
with a similar portfolio, on the assumption that the rate of interest charged 
is a reasonable indication of the type of lending carried out. (It is clear 
that branch-bank competition does not take the form of direct cutting of 
loan rates.) Then in addition to showing that the trend towards large- 
scale branch banks in California has apparently not reduced the number of 
bank offices, nor the volume of loans granted, it is probable that the economies 
of branch banking would emerge more clearly. 
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Some conclusions need to be checked by further sample studies; for 
this small sample of branch banks has certain obvious peculiarities. One 
is that the largest branch bank is the one with the most small-town, small- 
loan business, which the author tends to accept rather too readily as a basis 
for generalisation. Now whereas given legal geographical limits to maxi- 
mum branch banking areas it is quite natural for branch banks first to expand 
in large cities, and then, when already large, to push out into rural areas; 
it is also quite conce‘vable that a small branch banking system could be 
built up mainly on a rural basis, or a large one by concentrating on a few 
large towns. 

That it raises fresh questions while answering others is a good indication 
of the value of this book to those interested in the economics of banking. 

RonaLp F. HENDERSON 
Corpus Christi College, 
Cambridge. 


The System of Industrial Relations in Great Britain, its History, Law and Institutions. 
Edited by A. FLanpers and H. A. Crecc. (Oxford: Basil Blackwell, 
1954. Pp. v + 380. 30s.) 


Tuis book has been written as a text-book to serve the needs of teachers 
and students of industrial relations—a field of study which has developed 
both inside the universities and extra-murally to a considerable extent since 
1945—and they will welcome it as a very useful contribution. It would, of 
course, be extremely difficult, if not impossible, to provide a fully compre- 
hensive treatment of every aspect of industrial relations in one volume, and 
the editors have restricted the scope of the six contributions to studies largely 
about the growth and functions of the institutional framework. Every reader 
will have his own idea of what ought to be included in a book of this kind, 
and some may cavil at the omissions. The editors defend their choice of 
approach to the subject on the grounds that it is through the institutions that 
industrial relations are conducted. Since, however, “‘ institutions are not 
separable from their history,’ the way in which they have developed forms 
the main theme of each contribution, and the first section of the book is 
devoted entirely to an historical survey of the social background to the 
evolution of ‘‘ the system of industrial relations.’’ This is followed by an 
analysis of the legal framework; the structure and government of trade 
unions; employers’ associations; collective bargaining; and joint con- 
sultation. 

The organisations, rules and procedures, agreements and conventions 
which const?tute the system of industrial relations are a manifestation of what 
has been described as Britain’s greatest contribution to civilisation, the rule 
flaw. The preference displayed by the British people for the orderly 
conduct of their affairs and their hatred of anarchy or arbitrary rule can be 
clearly seen in the field of industrial relations, but this preference has not 
resulted in an overwhelming reliance on the power of the state. Employers 
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and workers, Parliament and the courts have sustained by their attitudes and 
policies the general principle that good industrial relations are best achieved 
by collective agreements arrived at between autonomous groups. The 
nature of the British system of industrial relations is perhaps most vividly 
illustrated by contrast with the American system. There the trade unions 
rest to no small extent on the basis of legal protection ; collective bargaining 
takes place under the protection of far-reaching legal regulations; and the 
most important principle followed in negotiations is “ to get as much as 
possible into the contract.’’ In Britain, as every chapter in this book brings 
out, legal compulsion has been kept to a minimum, and the gentlemen’s 
agreement has a large and vital place in the pattern of industrial relations, 

However, whilst the primary emphasis here is on the voluntary agree. 
ment, custom and practice, industrial relations are not, of course, conducted 
in a legal vacuum. The part played by the legislature and the courts in 
regulating the behaviour of employers and employees cannot be ignored, 
and the chapter which deals with the legal framework is perhaps the out- 
standing contribution to this book. Professor Kahn-Freund has given a 
brilliant account of the way in which the law has been adjusted to meet the 
growth of trade unionism and collective bargaining, and of how the courts 
have managed to recognise social facts without entirely repudiating principles 
derived from a society which was fundamentally opposed to collectivism in 
economic affairs. 

The evolution of the structure and pattern of collective bargaining, 
traced by Allan Flanders, again exemplifies the uniqueness of the British 
system of industrial relations. ‘The development has been aided in important 
respects by government intervention, but the state has not usurped the 
functions of the unions and employers’ organisations. Contrary to the 
expectations of the Webbs, the unions have not sought to use their political 
power to secure the legal enactment of the common standards of employment 
secured by collective agreement. Far from looking to the state, both unions 
and employers have preferred to depend upon their own strength, except in 
those circumstances when the voluntary system was clearly proved inade- 
quate. The voluntary system of collective bargaining is not, however, with- 
out weaknesses. Its evolution from local to centralised negotiations has 
been “‘ good for some things ”’ but “‘ bad for others.” Inevitably negotiations 
now often appear remote and complicated to the rank-and-file members of 
unions; issues of importance at the workshop level do not receive the same 
degree of attention as those of national significance. The result has been to 
promote, on the one hand, apathy, and on the other, unofficial local action. 
Though Mr. Flanders has, in his own words, “ only touched lightly on. . . the 
future of collective bargaining,” he is surely right in insisting that it must 
become ‘“‘ more flexible so that agreements are concluded with a coverage 
appropriate to their contents.” What has to be decided is “‘ what is the 
concern of society as a whole, what should be settled on an industrial scale, 
and what is the affair of the employees in a single enterprise or a smaller 
group within it.” 
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A good deal of information already exists about trade unions, but Mr. 
Bell has given a fresh and readable account of their growth and functions. 
Little or nothing, however, has been written about employers’ organisations, 
although they now cover the bulk of British industry. Mr. Clegg’s explora- 
tions of this terra incognita have yielded interesting results, but one feels the 
need for a full-length study of these institutions. Indeed, it is difficult to 
avoid this feeling about a number of the sections of the book, and it is a tribute 
to the authors that one looks forward to the expansion of the chapters into 
books. 


London School of Economics. 


B. C. RoBERtTs 


Centralization and Decentralization in Industrial Relations. By H. Baker and 
R. R. France. (Princeton : Industrial Relations Section, Princeton 
University, 1954. Pp. 218. $4.) 


I suppose (if one may begin with a cry of envy) it is significant of the 
resources American Universities are now prepared to devote to inquiry into 
industrial relations that a considerable effort should in this case be devoted to 
what might here be regarded as one of the subject’s minutie. This study repre- 
sents the findings of an inquiry among 135 United States companies employ- 
ing 20% of workers in American manufacturing industry. Four of these 
companies, with 140,000 employees, were made the subject of “‘ case- 
studies.” Another forty were submitted to (quite elaborate) questionnaires 
and interviews. ‘The remainder were let off lightly, with a mere correspon- 
dence and “‘ short ’”’ questionnaire, but officers of seventeen trade unions were 
also interviewed. 

The aims of the inquiry were, however, modest. Each of these com- 
panies was notable for owning a number of separate plants—in some cases, 
more than fifty. The study’s purpose was to discover whether, in these 
cases, decisions on such matters as wages and working hours, promotions and 
dismissals, pensions and other conditions of employment, were made at the 
level of the individual plant or by the company’s head office. It particularly 
aimed to discover the advantages and disadvantages of these alternatives, 
and the views of managements upon them. It is no doubt also significant 
of the value attached to administrative researches by American industry that 
the investigators secured such a wide co-operation. 

If the inquiry’s aims were modest, however, so also is its manner. It 
mainly confines itself to orderly précis of managerial statement and opinion. 
Indeed, its pursuit of detached presentation has involved the suppression of 
detailed illustration and incidental comment to an extent that makes it 
rather formal than lively. Beyond their cautious conclusions as to trends, 
the most the investigators permit themselves by way of remark is to proffer 
some final advice (clearly informed by current concepts of industrial psycho- 
logy) on how directorates may best achieve decentralisation—or, alternatively, 
be centralised without depriving local managers of a sense of responsibility. 
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The conclusions themselves are not much concerned with the advantages 
of <tispersed or concentrated authority as such, since centralisation or 
decentralisation in a company’s handling of “‘ employee questions ”’ is, it 
seems, quite compatible with an opposite arrangement of its other functions, 
As a comment on the controversy of principle, however, it is interesting that 
whichever policy directors had favoured, they were largely of opinion that 
it had no important effect, for good or bad, on their own firm’s relations 
with its workers. 

Otherwise, the study’s conclusions are much what one might expect: 
different companies have different preferences; centralisation (or decentral- 
isation) is good in some ways and bad in others; there is more centralisation 
in the handling of some matters than of others; in some respects companies 
cannot choose, because centralisation (or its opposite) is thrust upon them 
by the other bodies with which they have to deal—and particularly by trade 
unions. And so on. 

To those concerned with the general] analysis of industrial relationships, 
however, perhaps the most interesting of the study’s revelations are those it 
makes in passing or by implication. First, it seems clear that, in practice, the 
issue with which it is concerned is really the extent to which local or sub- 
ordinate managements may interpret their firm’s policy without reference to 
headquarters: nearly all companies thought it necessary to have an explicit 
and centrally-determined policy to govern such detailed decisions. Second, 
and even in the last respect, there seems a trend to centralisation because of 
the risk that local decisions may involve firms (by way, for instance, of arbitra- 
tion appeals) in issues of general principle. And third, there is a conflict of 
preaching and practice: most directors are in favour of dispersing responsi- 
bility; but comparison with past studies of their companies confirms an 
opposite trend. 

Much attention has been given to the effect of trade unions’ “* institutional ” 
necessities upon their wage-policy. The trade unionists consulted were pre- 
dominantly in favour of “‘ company-wide” or even “ industry-wide” 
bargaining: and it is clear that their insistence upon uniformity between a 
firm’s different plants was an important factor in the trends to centralisation. 
But there were also cases (I suppose where plants were organised by different 
unions) where they actually obstructed the firm’s own desire for uniformity— 
which it was able to implement for its unorganised salariat. It is curious 
that the “‘ non-economic ”’ factors in firms’ wage-policies should have received 
so little American study. Where collective-bargaining is still quite largely 
conducted with individual plants, but where the latter’s ownership is heavily 
concentrated, such factors may have a normative influence equal to those 
pressing upon trade unions. In Britain collective agreements are more 
widely cast: but the fact that large companies are often party to several 
distinct ‘‘ industry-wide”’ agreements certainly influences the latter's 


common adjustment. 
H. A. TuRNER 
University of Manchester. 
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The Department Store, its origins, evolution and economics. By H. PASDERMADJIAN. 
(London: Newman Books, 1954. Pp. 217. 16s.) 


Tuts book is of considerable interest, both to those who are engaged in 
trade and to the student of applied economics. The Department Store is 
not only a study of the origins and evolution of the department store but is 
also an essay in the dynamics of retail competition. The late Dr. Pasder- 
madjian was General Secretary of the International Association of Depart- 
ment Stores. He begins his history of the department store with its formative 
years (1860-80) when this new form of retail organisation threatened 
established traders by selling, under one roof, at prices “‘ usually from 15 per 
cent to 20 per cent cheaper than the remainder of the retail trade ’’ (p. 10), 
goods that had previously been available only in a number of specialist out- 
lets. “‘ The department store swept across the Western world ” (p. 7) in the 
course of a few decades. It “‘ democratised luxury.” By using new prin- 
ciples of commercial policy and, in its formative period, by reducing distribu- 
tion costs, it placed within the reach of the public a whole series of articles 
which had, until then, been reserved for the well-to-do. 

The new principles were first, the substitution of fixed prices, at any one 
time, for individual “ higgling ’’ and, secondly, the principle of “ free entry ”’ 
into the store, that is the admission of shoppers without any feeling of obliga- 
tion to buy. The adoption of these principles was necessary to any form of 
large-scale retailing, since management could scarcely delegate to shop 
assistants the authority to fix prices, and free entry was necessary to the ex- 
pansion of sales. In addition to these were added two further principles: 
first, the so-called ‘departmental principle” of stocking a variety of 
merchandise under one roof, and secondly, the principle of concentrating on 
a rapid stock-turn at low gross margins, reinforced by periodical “‘ sales.” 

Dr. Pasdermadjian is concerned to show that a particular set of historical 
circumstances made these important innovations possible. He.attributes major 
importance to two factors which increased the potential extent of the central 
store’s market, the rise of the middle class during the nineteenth century and 
their increasing wealth, and also the provision of means of public transporta- 
tion. In addition, two technical developments occurred at the strategic 
moment, the invention of lifts and of plate glass in the later nineteenth 
century; the former facilitated the use of cheaper upper stories (the “* occu- 
pancy factor’? to which so much importance is given by historians of the 
department store) and the latter facilitated the essential possibility of display. 

During the second period (1880-1914) the department store reached its 
full stature. But the growing influence of competition from two directions 
threatened the erstwhile innovators. First, other forms of retailing progres- 
sively adapted to their needs many of the innovations of the department store 
and, secondly, competition among department stores themselves was intensi- 
fied and brought about a shift to forms of non-price competition which tended 
to raise operating expenses. This trend made department stores, themselves 
typically small-scale buyers, vulnerable to the price competition of the chains, 
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which was based to a large extent on the economies of large-scale buying and 
of the sale of merchandise with a rapid turnover. The third period (1920- 
40) is therefore referred to as a period of “ endurance in adversity ” from 
which the war-time and post-war inflationary conditions have offered a 
temporary respite. 

Dr. Pasdermadjian concludes with a penetrating analysis of the dilemma 
facing the department stores to-day: summed up, it amounts to the forcible 
threat of competition in the retailing of dry goods by the unit-price chains 
and the multiples. He suggests that the way for the department stores to 
meet this threat is, first, by adapting price policy to take some account of 
the cost of selling—to compete in terms of price with the chains in merchan- 
dise where the turnover is rapid, and to upgrade luxury or non-standardised 
merchandise where the selling effort is disproportionately large and where, for 
that very reason, the chains are not engaged. Secondly, to make more use 
of pre-selection, by turning over to the shopper more of the job of retail 
selection, with consequent economy of operating cost and apparent increase 
in satisfaction for the consumer. Thirdly, by forming department chains, or 
even without financial integration, by forming retail buying groups to secure 
the competitive advantage of large-scale buying already accessible to the 
chains. Finally, he advocates, without any caveat, association among 
department stores with a view to limiting “ harmful’ competition—for 
example, to limit the amount spent on advertising or to obtain collective 
agreements to impose an extra charge for charge accounts and for delivery. 
These latter recommendations seem hardly appropriate to the American 
position against horizontal combination. Dr. Pasdermadjian also feels that 
department stores should reconsider their position on resale price main- 
tenance which they may come to welcome. It is surprising in these circum- 
stances to be told (p. 118) that in retailing ‘“‘ monopolistic or quasi-mono- 
polistic situations are unknewn.” 

MARGARET HALL 
Somerville College, 


Oxford. 


Standard of Living. The concept and its place in economics. By Huco E, 
Piprinc. (Helsingfors: Societas Scientiarum Fennica, 1953. Pp. 


280. Mk. 1400.) 


WHEN we come across different ways of life, we sometimes grow dis- 
satisfied with our lot, and are stirred by new desires. The contact that 
economists have made with the ways of life of different countries, and with 
the methods of other human studies, has aroused their dissatisfaction with 
traditional ways and has led to calls for revision. Thus we now are ready to 
allow that a man’s past consumption, and the consumption of other people, 
may influence his current needs; that not only the goods and services which 
he demands depend upon time and other people’s consumption, but that 
tastes themselves are socially interrelated. Professor Pipping’s book is a 
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symptom of the external diseconomies created in economics by anthropology, 
sciology and psychology (particularly in its Gestalt version, p. 59), and a 
challenging contribution towards satisfying the newly stirred up desires. 

The task of the book, in the words of the author, is “‘ to prove that instead 
of starting from unmeasurable, undivisible, incommensurable, timeless wants 
we should use standards of living as our basic concept in the theory of con- 
sumption ”’ (p. 73). “* Standard of living,”’ on Professor Pipping’s definition, 
includes much more than consumption; it comprises choices relating to the 
ize of the family, to leisure and work (as well as the conditions of work and 
the security of employment) and to savings. Professor Pipping rejects the 
view that consumption alone is the aim of economic activity, and the 
assumption that people attempt to maximise satisfactions. He suggests that 
we should substitute both in positive and in welfare economics for wants and 
satisfactions his concept of the “ standard of living ’’ (comprising the four 
standards of consumption, leisure and working time, family, and savings) 
and claims that this substitution would yield a desirable link between 
economics and sociology, a more realistic analysis and a more concrete basis 
for policy recommendations than either marginal utility or indifference 
analysis. 

Much of what Professor Pipping says is convincing, although strict adher- 
ents of utility or indifference theory would claim that most of his objections 
can be, and have been, incorporated in their analysis. A more appropriate 
complaint is that he does not conduct his criticism consistently. Professor 
Pipping’s central thesis is that the goal of economic activity is to improve 
standards of living (p. 247), neither to improve consumption only, nor to 
maximise satisfactions. But what is his criterion for a better standard? 
Professor Pipping tries to remain neutral. (He repeatedly insists that there 
are no economic ends, in spite of his own argument that ends and means cannot 
beseparated in this field [Ch.I.4]). Thatratherspoilshisgame. The better 
standard is that which “ society ’’ values more highly (e.g., p. 216). Many 
would agree that social valuations are, for some purposes, a better starting 
point for welfare economics than indifference curves. J. M. Clark has sug- 
gested Justice Holmes’ “‘ the settled judgment of the people.” But Professor 
Pipping’s criticism of utility theory can be applied to his own proposals. To 
take “‘ society’s ’’ valuation as given is not only uncritical, but ambiguous to 
the point of vacuity. Are we to take fully informed valuations, or actual 
judgments based on error and ignorance, inertia and habit? Are we con- 
cerned with professed valuations or actual practice; with rationalisations or 
behaviour? What channels are we to use to ascertain society’s judgment: 
representative government, the market or public-opinion polls? If we take 
prevailing conditions as manifesting actual valuations (“ given valuations ” 
in one sense—which Professor Pipping seems to have in mind when he says 
that attractiveness of standards can be “‘ proved behaviouristically,”’ p. 203) 
we should remember that these are often criticised by society in the light of 
some standard (“ given valuations” in another sense). This standard, in 
turn, can be measured against a more ultimate moral standard (“ given 
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valuations ”’ in yet a third sense). To say, as Professor Pipping does, that 
he is concerned only with the actual, not with the ideal, is no answer to these 
questions. 

Sometimes one gains the impression that Professor Pipping has in mind a 
strict hierarchy of ranks, on the order of which all are agreed. But what if 
different groups value these standards of living and the rank and status that 
go with them differently? Our need to justify ourselves makes us often pre- 
fer what we do, perhaps even more than our need to satisfy given wants 
makes us do what we prefer. We like to invoke the assent of a social or moral 
principle for what we are compelled to do. If consumption alters wants (as 
Professor Pipping often reminds us), it is surely also true that enjoying a 
standard of living alters our attitude to it. 

On several other occasions, Professor Pipping can be hoist with his 
own petard. His discussion sometimes suffers from the attempt to fuse 
different points of view to the point of confusion. He argues (pp. 63 and 67) 
that wants are not comparable between individuals and that therefore there 
is no economic argument for a more equal income distribution and, in the 
same breath, that different incomes “ correspond to an unequal distribution 
of wants themselves ”’ (p. 67)—hoping to use this inequality of incomparables 
to vindicate the inequality of the status quo (p. 249). Yet, in spite of these 
faults, the book is a stimulating criticism and suggests new ways of looking at 
old problems. 


Balliol College, 
Oxford. 


PauL STREETEN 


The Age Structure of the Corporate System. By W. L. Crum. (Berkeley, Cali- 
fornia: University of California Press, 1953. (London: Cambridge 
University Press, 1954.) Pp. ix+ 181. 26s.) 


THE statistical techniques now universally accepted for describing and 
forecasting the age structure of the human population were the outcome ofa 
long period of growth and development, during which investigators tried, on 
the one hand, to devise methods so as to utilise more fully the existing frag- 
ments of information, while at the same time they pressed for more compre- 
hensive, detailed and accurate data. Up to the present, however, no large- 
scale attempt has been made to apply similar techniques to the production 
of vital statistics for the population of business units, even though similar 
concepts to those of birth, death, morbidity or even marriage can be suitably 
applied to individual corporate and incorporate businesses. Professor Crum 
has now shown himself to be the pioneer in this field, and in common with 
the early demographers has had to apply his ideas and methods to very 
incomplete data. The resulting study, therefore, while interesting as far as 
the methodology is concerned, is somewhat inconclusive from the economic 
standpoint, owing to the limitations of the basic material. It consequently 
provides a very strong case for the future production and publication of a 
more complete body of such statistics, both in the United States and elsewhere. 
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This study was made possible by the recent publication of a new body of 
statistics by the United States Treasury, giving for 1945 and 1946 the distri- 
bution of nearly half a million corporations active in those years, according 
to their date of incorporation. This has enabled the author to determine the 
age structure of this important sector of the economy, age being based on the 
length of time that each of these corporations in their present form have 
sent in the corporate sector, and not, as would be more significant, according 
to their length of operation as business units. The factor of age is then con- 
dered in relation to size, type of industry, profitability and history prior to 
incorporation, with the stated intention of attempting to establish the rela- 
tionship between these factors, and to consider the economic implications of 
these findings and their relation to private and public policy affecting cor- 
porations. A final section dealing with changes in the corporate sector 
presents some limited inferences about birth- and death-rates obtained by 
the joint use of the data for both years. 

The main conclusions which emerge are: first, that young corporations 
vastly outnumber the old; second, that the young are on the average much 
smaller than the old; third, that the age structure varies more within the 
major lines of industry than between them; fourth, that the young are more 
likely to suffer losses than the old; and finally, that a substantial fraction of 
recent incorporations represents completely new enterprises, and that these 
truly new corporate enterprises are more likely to suffer losses in their early 
years than those new corporations which have had a previous existence, 
either in another corporate form or as a partnership or sole proprietorship. 

None of these conclusions is at all surprising, but surely it is valuable to 
have at last some statistical evidence to support that which everyone has 
suspected to be the case, not only in the United States but in all other countries 
where important sectors of the business world are organised in a corporate 
frm. How much better off we would be in our understanding of the struc- 
ture and operations of the United Kingdom corporate sector, with its quarter 
ofa million public and private companies, if it were possible to obtain even a 
tough picture of its age structure from the records of the Registrars of Com- 
panies ! 

The disappointing part of Professor Crum’s treatment is that he confines 
himself almost entirely to arranging the data in such a way as to establish 
these fundamental conclusions; with constant references to the limitations 
ofthe data, he refrains from attempting any further statistical inferences. A 
ss cautious approach might have resulted in the discovery of more detailed 
rlationships between the various factors under study, and at the same time 
a attempt could have been made to explain why the various relationships 
ae what they are. A further chapter, assessing the relevance of the data as 
far as public and private policy is concerned, would have been most valuable, 
for although some suggestions as to the possible use of this system of analysis 
ae to be found hidden among the detailed descriptions of the statistical 
manipulations, no clear picture emerges of the way in which this new tool 
could be used in economic analysis. 
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This book will be of primary interest to those specialists engaged in 
examining the structure of the American business sector, for by far the greater 
part is taken up by the detailed description of the data and of the methods by 
which the final figures are produced. However, it should also stimulate an 
interest in this kind of approach among those economists and statisticians jn 
other countries who are trying to learn more about the organisational struc. 
ture and working of their respective economies. 

Two things need urgently to be done: first, the purpose of this type of 
analysis needs to be more closely defined, and second, the appropriate 
authorities need to be persuaded that the publication of the vital statistics of 
registered business units should be one of the products of the system under 


which these units are registered. 
ANDREI LUBOFF 


National Institute of Economic and Social Research, 
London. 


The Foundations of the Australian Monetary System, 1788-1851. By S. J. 
Buti. (Melbourne: Melbourne University Press (London: Cam- 
bridge University Press), 1954. Pp. v-+ 727. 57s. 6d.) 


Tuis judicious, scholarly book will be of value to many different readers: 
to historians of Australia and of British colonial development; to economic 
historians; and to all interested in the growth of currency and banking sys- 
tems. From this last point of view only can this reviewer seek to appraise it. 

Professor Butlin gives a fascinating account of the growth of the Australian 
monetary system from scratch. For his story opens: “ The equipment of 
the First Fleet did not include money. . . . The colony was to be a special 
kind of prison and prisons do not require a monetary system” (p. 12). In 
one respect the subject matter is simplified: geography provides a clear 
division between the colony and the rest of the world ; but in others it is most 
complex. Indeed, it demands great skill to expound the vagaries of an 
economy lacking good money and using such a variety of substitutes for 
money as rum, wheat, tobacco, sugar, tea, depreciated copper coin, ducats, 
pagodas, gold mohurs, holey dollars, Paymaster’s Bills, Commissary’s Bills, 
private bills and private notes of hand of every description. Professor 
Butlin manages to give us the detail without obscuring the main pattern of 
development. Indoingso he corrects the exaggerated and partisan accounts 
of E. O. G. Shann and H. V. Evatt as to the importance of rum; for, as he 
says, “‘ It is incredible that the most numerous section of the population lived 
entirely on a diet of rum, and equally incredible that rum should have been 
used quite so widely when other means of payment were available, les 
potable but more portable, less liquid but more convertible. . . . The only 
general rule is that wages were paid mainly in kind and rum was very often 
a highly desired part of such wages ”’ (pp. 19 and 22). 

One important cause of the chronic shortage of good money was described 
briefly by Macarthur in 1817: ‘‘ Our chief and indeed almost only export is 
bills upon the Treasury ”’ (p. 103). 
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Governor Macquarie—by founding the Bank of New South Wales with 
a charter conferring limited liability, in defiance of the Colonial Office— 
provided a splendid illustration of the importance of confidence. For in 
time the authorities at home had their way and the charter was declared null 
and void, but, as Professor Butlin says: ‘‘ Eleven years of supposed limited 
liability had carried the bank through to a period when the public was pre- 
pared to support not merely one but several banks with unlimited liability ” 
(p. 119). This surely is an antipodean story of vintage quality. 

While the stormy early years of this bank are clearly described, it would 
have been helpful had Professor Butlin set himself specifically to answer the 
question “‘ How was the shortage of good money overcome?” That 
monetary reforms, the expansion of the colony as a capitalist as distinct from 
a penal settlement, the import of capital and, finally, the export of wool all 
contributed, is brought out; but the reader is left in some doubt as to the 
exact sequence and significance of each of these. 

The record of the activities of Swanston, managing director of the Der- 
went Bank, is of particular interest. For it shows how as investment agent 
he directed funds from Britain and India into mortgages and purchases of 
bank shares to finance the first great pastoral expansion of the 1830s. So is 
the evolution of the banks from reliance on shareholders’ capital to reliance 
on deposits as the most important source of loanable funds during the 
period 1820-45. 

The analysis of the 1841-43 slump provides an excellent illustration of 
the effects of a period of rapid expansion generating expectations based on a 
rate of increase of income and profits that could not be maintained. Pro- 
fessor Butlin’s argument seems conclusive that in this case at least: “ The 
truth is that the sharp fall in British investment was initiated by bad news of 
returns in the colonies, and that its role is in greatly accentuating a slump 
already begun, and so producing the dire disasters of 1842-43 ” (p. 318). It 
isnoteworthy how the value of wool exports increased through these slump 
years from £442,000 in 1839 to £686,000 in 1843. The severity of the 
depression must surely be ascribed mainly to monetary factors. This is not 
at variance with the contemporary view that: ‘‘ A more abundant supply 
of labour is undoubtedly the one great thing wanted in the Colony.” 

A reviewer must stop; we must hope that Professor Butlin will continue 


ina second volume. 
RonaALD F. HENDERSON 


Corpus Christi College, 
Cambridge. 


Glyn’s 1753-1953. Six Generations in Lombard Street. By RoGeR FUuLForp. 
(London: Macmillan, 1953. Pp. v + 267. 21s.) 


Tuts is a pleasantly written account of the history of one of the few 
wurvivors of the London private bankers, taken up to the start of the twentieth 
century. It cannot be pretended that it adds much to our knowledge of the 
development and history of that mysterious entity, the City, but it provides 
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some interesting details about its working and some amusing personal 
anecdotes; it will be read by a larger public for pleasure, rather than by a 
smaller public for its academic interest. 

Glyn’s is a particularly interesting example of the London private banker, 
but probably not a typical one. It was not one of those banks which 
developed from a goldsmith’s business, and it is probable that its interests 
were always more akin to those of a merchant bank. Thus in the eighteenth 
century there is considerable evidence of the bank’s interest in the finance 
of industry, notably through its connection with Samuel Garbett and the 
Carron Iron Works. Like so many other London private banks, however, 
Glyn’s took up the work of acting as London correspondent for country 
banks, whose number rose so rapidly in Pitt’s peace decade of 1783-93, 
Interesting letters are quoted to show how intimate this relationship was. 

The partners did not confine themselves to this line of business, which 
was a specialisation that was to cost most of the other London private banks 
their existence as the correspondence system dwindled away. But Glyn’s 
continued to interest themselves in the direct finance of industry and com- 
merce, a notable example being the establishment of the St. Katherine's 
Dock Company. But this interest became of paramount importance with 
the development of railway finance. 

If initially the impetus for railway promotion came from the provinces, 
George Carr Glyn, later Lord Wolverton (surely one of the most surprising 
omissions from the Dictionary of National Biography), not only played a great 
part in railway finance but also became interested in railway operation, and 
the amalgamation, which led to the formation of the London & North 
Western Railway, owed much to him. 

Nor did Glyn’s confine their interest to this country, but played a notable 
part in the finance of Canada and her early railways, though the account 
given by Mr. Fulford does not make the details of these operations very clear. 

Glyn’s was fortunate in obtaining through amalgamation an able recruit 
in Bertram Wodehouse Currie, who was the dominant partner for the period 
1866-96. As Mr. Fulford emphasizes, Currie played an important part— 
though perhaps not as important as the author suggests—in the Baring crisis 
of 1890, found £1? million for the Manchester Ship Canal and was Glad- 
stone’s trusted financial advisor. This was the period in which Britain’s 
financial supremacy was consolidated, and much was owed to the unspec- 
tacular work, in the background, of men like Currie. At the same time it was 
clearly he who ensured the continued existence of Glyn’s in a London which 
was fast becoming the preserve of the giant joint-stock companies. 

Unfortunately the account Mr. Fulford gives does little more than whet 
the appetite on these topics. There is a great paucity of detailed figures, and 
where he moves away from his narrative of the bank into general economic 
history his judgment, and indeed his accuracy, are far from sound. It may be 
pedantic to object to errors of detail, but these are far too numerous to be 
passed over. For example, J. W. Gilbart was not the founder of the West- 
minster Bank (p. 71), but its first general manager. In 1799 the Bank of 
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England had no general circulation outside London, and the London private 
banks had long ceased to issue notes (p. 94). The Bank of England had not 
the exclusive power to issue notes in the London area—it was the only partner- 
ship of more than six that had this power (p. 111), the deliberations of the 
Select Committee of 1797 did not pave the way for the suspension of cash 
payments, since the Committee was set up precisely to inquire into the 
circumstances of suspension (p. 90). Biddle was not the chief cashier of 
the United States Bank, but its most influential Director (p. 143), and many 
more examples could be quoted. But perhaps more serious, though this, of 
course, remains a matter of opinion, is the author’s judgment on events and 
people. His picture of Lord Overstone is not even a caricature of the man— 
itis a travesty. Lord Overstone, tiresome as one may find his dogmatic 
views on the currency question, was a very considerable figure, and not a 
self-seeking speculator, as Mr. Fulford hints. Again, Mr. Fulford on the 
trade cycle (vide p. 188) might have passed muster in an elementary text- 
book written before 1914, but is scarcely adequate in the light of the very 
considerable advance in trade-cycle analysis in recent years. 

The final impression remains of an interesting subject which has scarcely 
received the treatment it deserves, and though individual vignettes, particu- 
larly of the various personalities concerned, make good reading, the general 
picture is blurred and unsatisfactory. 

C. N. WARD-PERKINS 
Pembroke College, 
Oxford. 


The English Land Tax in the Eighteenth Century. W.R. Warp. (London: 
Oxford University Press, 1953. Pp. 188. 21s.) 


Tuis study is the outcome of a thesis submitted for a D.Phil. and cut down 
to one-third of its length in order to fit into the requirements of the Oxford 
Historical Series. The result has not been altogether successful, for the 
compression has often made analysis difficult to follow. This is a highly 
specialised subject, and other historians will be grateful that this work has 
been done, for the evidence is of scholarship and painstaking work, as is 
clear when the original thesis appears in extenso or where Dr. Ward is drawing 
his conclusions from his own work. The political narrative, however, is 
little more than a chronological account, which is intelligible only to those 
who understand the nuances of the eighteenth-century political scene, while 
the repetition of contemporary arguments regarding the desirability of various 
forms of taxation is so condensed that it often cannot be followed or appears 
naively conceived. Dr. Shehab, in treating a similar problem for a later 
period in his Progressive Taxation, is much more successful, largely because 
he was allowed a more generous ration of print. It was too much to hope 
that in the space of 188 pages there could be an adequate summary of all 
the topics which Dr. Ward has covered in his thesis, which included an 
historical survey of the political aspects of the Land Tax and its administra- 
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tion over a hundred years, the intellectual controversies regarding its place 
in the revenue system and “a contribution to the social history of the 
English Civil Service.” 

Indeed, for the purposes of publication within the specified limits of the 
Oxford Historical Series, it might have been more satisfactory to have 
omitted the three political chapters, which would have allowed for the 
account of the administration, both central and local, to have been given in 
more detail as it presumably was in the original D.Phil. thesis. Your 
reviewer has found particular interest in Chapter 8, “‘ The Receivers General 
and the Balances,”’ and Part IV, ‘‘ The Receiver in Society,” and is in full 
agreement with the view that too little is known of the ranks of society from 
which the Land Tax administration drew its personnel—the squires, younger 
sons of landed-gentry families, attorneys, town clerks and country bankers, 
Indeed, the country bankers themselves were not a professional class, but 
drew on exactly the same upper middling ranks of society, whose abundance 
contributed so much both to the stability of the English political scene, and 
her vigorous economic growth. 

Dr. Ward’s thesis is that the Land Tax, with all its defects, saw successive 
English governments through the vicissitudes of the century, and though 
initially it was a plaything of politics, gradually it became accepted as an 
inevitable piece of administrative furniture. As no attempt was made to 
exceed a 4s. rate, and as the quotas assessed for each county remained un- 
changed after 1698, the burden of tax lessened, and hence, too, its fiscal 
effectiveness. Its administration, too, illustrates the amateur nature of the 
century—self government at the King’s command. 

The footnotes to this book are copious, and show the wealth of sources 
consulted, but it would have been useful if some explanatory notes, particu- 
larly with regard to individuals, could have been added. The deficiency of 
the book is that it is a piece of highly specialised scholarship, made more 
difficult for the general reader, or even the general historian, by the inevitable 
condensation, but it remains abundantly clear that the author is thoroughly 
competent to discuss all the aspects of his large subject, and has given usa 
synopsis of his work in this field. 


Pembroke College, 
Oxford. 


_C. N. Warp-PERKINS 


The Tools of Social Science. By JoHn Mapce. (London: Longmans, 1953. 
Pp. x + 308. 25s.) 


WHEN we look at a set of tools, it is difficult to judge their value unless we 
know something of the uses to which they are to be put. Mr. Madge, who 
has set out to present the tools available to the social scientist, must therefore 
devote part of his exposition to an account of his views on the nature and pur- 
pose of social research. 

The term “ social science ” is nowhere explicitly defined in this book. It 
is clear, however, that Mr. Madge uses it in a different and more restricted 
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sense than is usually given to the expression “ the social sciences.”” Econo- 
mics and allied subjects are almost wholly excluded from his purview, and he 
is much occupied with the measurement of attitudes and other subjects 
bordering on the field of psychology. Social science to him is less an 
analytical tool designed to lay bare certain regularities of behaviour than a 
method of operational research, or as he calls it “‘ social engineering.” He 
renounces the concept of objective knowledge in social affairs, although he 
concedes that “ when members of a group have aims in common they will 
also tend to reach agreement on questions of fact’’ (p. 5). A little later he 
writes: ‘‘ To postulate an objective social science is to ask for something 
which is probably unattainable and may even be undesirable”? (my italics) (p. 6). 
What, then, is desirable? Mr. Madge’s views on this subject are set out 

on p. 17. 
* Instead of aiming to become the objective, value-free theorist, the 
social scientist may without shame take on the job of the social engineer. 
. . » In this capacity he can goad his fellow citizens on to discontent 
with those institutions whose efficiency is inadequate or dwindling, can 
help them to choose by experiment between different steps forward and 
can guide them to make better use of what social and material resources 
are available to them by attaining greater self-awareness and cohesion.” 


Mr. Madge is, of course, entitled to his views on the nature of social 
sience and social research. They do not happen to be shared by this 
reviewer, and this is not the place to argue about them. But one who holds 
such views will find it extremely difficult to write about the tools of social 
science logically and clearly. It is difficult enough to discuss the methodo- 
logy of a science with a clear-cut and well-defined subject matter, but it is 
almost impossible to write about the vast and amorphous mass of social 
science without some attempt to define its aims and scope. 

The problem of eliciting and recording information is discussed at some 
length. Mr. Madge deals relatively briefly with the use of documentary 
material, but spends most of his time on a discussion of the interview. 
Indeed, the chapter on the interview is the longest in the book. Some of its 
contents, such as the discussion of techniques used by American case- 
workers in helping their clients, seem rather remote from social research and 
indeed from the remainder of the chapter. This, dealing with the mass 
interview, is either stressing the obvious (it seems difficult to avoid this pitfall 
when writing on the subject) or else—particularly where some recent develop- 
ments in American techniques are discussed—so condensed as to be difficult 
to follow. The discussion on sampling techniques which follows is equally 
satisfactory; the statistician will find nothing new in it, but the novice 
will be bewildered by the variety of technical terms which are introduced in 
quick succession. The discussion is far too concise to serve even as an intro- 
duction to the subject, and this is true also of the treatment of controlled 
periments which forms the subject matter of the next chapter. Indeed, it 
i difficult to know what type of audience the author had in mind when he 


was discussing these concepts. 
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But there are more fundamental reasons why these chapters leave one 
with a feeling of dissatisfaction. In the first place, Mr. Madge is necessarily 
writing at second hand, and although he has obviously read widely, it is 
difficult to be interesting on other people’s research methods. The second 
reason is, however, connected with Mr. Madge’s views on social science. 
The tools are there, all shiny and new in their case, they are taken out, 
exhibited and then put back. There are a variety of them, ranging from 
the humble punched card and the general-purpose tool of sampling to the 
latest gadgets, such as latent structure analysis, scalograms (complete with 
instruction for assembly) to the euphonious “ quintamensional question- 
naire.” But the reason why they should be used, or the purpose of the end 
product, is never quite clear. It would appear that the social scientist is not 
even a social engineer, but a social plumber. He sits in his office, waiting 
for a leak to spring somewhere. When it is mended or the problem is 
* solved ’’ he presumably goes back home to wait for the next leak. It is 
unfortunately true that a good deal of research is of just that nature; one 
problem is investigated, the research grant comes to an end, and the next 
problem is tackled. But Mr. Madge appears to be making a virtue out of 
necessity. ‘‘ Social theory,” he declares, ‘‘ has been more carefully conceived 
than methods of empirical testing. The result of this is . . . that the theory 
has constantly outstripped the known fact and has acquired a metaphysical 
flavour.” Even if this statement had some foundation in the past, it is 
becoming less and less true. The difficulty to-day is to keep pace with the 
torrent of factual research on the most diverse topics that is constantly appear- 
ing. But we are not told what to do with these facts, how to appraise them, 
integrate them or make use of them or even how to select the questions which 
are to be asked. All we have is a bag of tools. 

One is tempted to address to Mr. Madge the words which Roy Campbell 
wrote to some South African novelists : 


You use the snaffle and the curb all right 
But where’s the bloody horse ? 


E. GREBENIK 
University of Leeds. 


The Farming Kingdom. By N. Harvey. (London: Turnstile Press, 1955. 
Pp. xi + 178. 15s.) 


Mr. Harvey has written a little book which ought to become a minor 
classic of agricultural economics, comparable to those brilliant small books in 
which Geoffrey Garratt analysed the farming problems of the 1920s. It is 
seldom that one meets a dirty-boot writer. The dirty-boot farmer is, for all 
the reasons of tradition that Mr. Harvey describes, seldom as nimble with 
his pen as with his hands; on the other hand, too much of what one reads 
as agricultural economics smacks of the class-room or the research laboratory 
rather than of the farm itself. 

Mr. Harvey, who has managed to combine an education as an historian 
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with a working life as a farm labourer and land agent, sets his current farm- 
ing problems against the background of the agricultural history of England 
and Wales: first, the subjugation of the waste by the muscles of the early 
farmers, with little to help them but the plough; then the progressive addi- 
tion of power through the water-mill and the windmill, the horse as well 
as the ox, the steam engine, and finally the internal-combustion engine. 
Throughout the emphasis is on the tools of farming—the human tools of the 
farmers and their labourers, the mechanical tools and the chemical tools, 
the animal tools of the stockyard and dairy, and the vegetable tools of 
changing crops and improving seeds. And somehow, though one feels one’s 
boots getting dirty as one walks the farms of the different epochs with Mr. 
Harvey, one feels also that one’s thought is clearer in the open air, and 
that under the seeing eye of a farmer one is being led to discern the real 
essentials of the changing situation—the movement from a farming system 
in which corn was the basis to one in which corn was subsidiary to stock and 
dairying, and the partial, but only partial, movement back more recently in 
the opposite direction. Here is as good a discussion as one can hope to find 
of the various contributions of different crops and products to the farming 
system and income of to-day. 

And Mr. Harvey brings out excellently who the farmers are: the very 
small numbers of large farmers; the numerous farms of small size that are 
primarily family farms, supporting at most one or two workers other than 
the farmer, and in the majority of cases depending on other members of 
the family, so that, quite apart from the traditions which reinforce it, the 
wage-earning interest is more often than not less than the interest in the 
success of the crop and of the farm. And above all he brings out more 
clearly than any other writer of whom I can think what this means in terms 
of the sort of people that farmers are and the way they think. 

Mr. Harvey rightly makes no attempt to elaborate the broader world 
trends and the trends of the United Kingdom balance of payments which 
have replaced the Mid-Victorian high farming with agricultural depression, 
and have then restored the need, perhaps temporarily, perhaps more per- 
manently, for something a little nearer to the high farming of early years. 
But he gives the true feeling of real forces to which the farming policies of 
the day had to accommodate themselves, by dramatically changing areas of 
arable cultivation. 

I have said enough to make it clear that I think that this is just the right 
book to put in the hands of those who like to visualise their economic 
problems in turnips well as in curves, and to help even those who are irre- 
mediably wedded to their curves and their statistics to see the agricultural 
realities which lie behind them. 

AusTIN RoBINsoN 
Sidney Sussex College, 
Cambridge. 











NOTES AND MEMORANDA 


INSTABILITY OF PRIMARY PRODUCT PRICES: A REPLY 


SPEAKING only for myself, and not for my colleagues with whom I was 
associated in preparing the United Nations report on Commodity Trade and 
Economic Development, I wish to take exception to most of Sir Sydney Caine’s 
comments in the Economic JouRNAL of September 1954. Unhappily, Sir 
Sydney criticises at the same time our report and a statistical study by the 
United Nations Secretariat on Instability in Export Markets of Underdeveloped 
Countries without ever specifying whether a particular stricture is addressed 
to one report or the other, or to both. Indeed, most of his specific criticisms 
refer to statements which I cannot find in our report. Nowhere did we 
accept it “‘ as axiomatic that instability is a bad thing ”’; that “ variation is 
itself an evil”; or that it is better for primary producing countries to have 
“an absolutely steady income,” than “ one that varies more or less sub- 
stantially from the average of the period under consideration.”’ Nowhere 
did we deplore the refusal of prices “‘ to stay put,”’ but rather affirmed that 
price changes may indeed serve the useful function which is so well described 
in text-books; and we agreed that stabilisation measures should not inter- 
fere with it (pp. 3, 4, 25-6). Contrary to Sir Sydney’s accusation, we did 
not assume that primary producing countries import nothing but manu- 
factured goods or, for that matter, that they export nothing but primary 
commodities. We stated clearly that the model of the primary producing 
country is a simplification of reality and added the necessary qualification 
for the benefit of unwary readers (pp. 6-7, 8, 12). It is, of course, impossible 
to speak about general problems without making general statements, and it 
would be awkward if the inevitable qualifications were appended to each 
statement. 

We did say that, for well-known reasons, price or volume fluctuations in 
primary commodity markets are frequently extreme if compared with 
markets for most manufactured articles and services, and that the equili- 
brating mechanism of these changes operates therefore with a great deal of 
inefficiency. This is scarcely a novel point. But far from being unduly 
prone to make axiomatic assumptions, we did discuss a large and distinct 
group of manufactures which are also subject to extreme fluctuations of 
price and sales volume (pp. 9, 20). We also pointed out that the gross in- 
stability observable in primary product markets may be highly unsettling to 
industrial countries which exchange imports of predominantly primary goods 
for exports which consist predominantly of manufactures and _ services 
(pp. 16, 17-18). We did not claim that such countries are unable to cope 
with this unsettling factor. In accordance with the instructions given to us, 
we concentrated on the effects of extreme market instability—not any degree 
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of instability—on primary producing countries that are in the initial stages of 
economic development, and described a number of ways in which extreme 
ups and downs in their export markets may lead to domestic instability and 
also upset and retard their economic development. 

Sir Sydney takes us to task for pointing out in this connection that 
“whereas economically developed manufacturing countries tend to have a 
more favourable balance of payments in depression and a less favourable one 
in boom years, primary producers have the opposite pattern.” Contrary to 
the impression given by Sir Sydney, we did not claim this to be either a novel 
ora startling observation. But it does have a direct bearing on the problems 
that we were expected to discuss, and we may be forgiven, therefore, for 
having mentioned it. We did not ignore the possibility that many primary 
producing countries could, by proper fiscal, monetary and investment 
policies, protect themselves better against the vagaries of external markets 
than they are accustomed to do. In fact, we said so explicitly and force- 
fully, and spelled out some of the means (pp. 73-6). We also recognised, 
however, that this prescription is more easily given than taken, and explained 
why most underdeveloped countries find it difficult to pursue proper stabilisa- 
tion measures (p. 15). We did not claim that all primary producing 
countries have been unsuccessful in this respect. Yet the exceptions to which 
Sir Sydney refers (there are others), and of which we were not unaware, are 
interesting in view of one condition which unites them all. They are British 
colonial dependencies. Does this not suggest the intrusion into under- 
developed economies of an administrative competence and perhaps political 
control which originated in an economically developed country and are not 
precisely native to the areas concerned? 

Of course, our report has—like most reports, and especially like most 
reports coming from a highly heterogeneous group of authors—weaknesses 
that merit criticism. But Sir Sydney’s bill of particulars does not seem to me 
tobe of this kind; and I find it difficult, therefore, to accept his judgment that 
we are guilty of naiveté. 


Kraus Knorr 
Princeton University. 





INSTABILITY OF PRIMARY PRODUCT PRICES—A 
COMMENT 


In his note “ Instability of Primary Product Prices” (Economic JouRNAL, 
September 1954) Sir Sydney Caine seems to feel that, although there may be 
evils in fluctuating prices, the case has yet to be proven. Theoretically, the 
evil can be proven by the demonstration that, given the level of income, the 
marginal utility of a given increment to that income is smaller than that of a 
decrement of the same magnitude. Empirical proof is probably impossible, 
although empirical study can throw some light on the question. In this 
note we are concerned with the effects of fluctuating prices, and hence 
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fluctuating incomes, on the debt structure of farmers, in particular, of 
farmers who have purchased their farms borrowing on mortgage to do s0, 

When a farmer purchases a farm with borrowed money, he follows that 
course because he believes that he can repay the mortgage over its agreed 
life from the profits of his farming operations. Given the amount borrowed, 
the annual payments under the mortgage are higher the shorter the period 
and the greater the rate of interest. Fluctuations of income below the 
expected average matter more the higher the annual charges under the 
mort; age. From this it follows that the wisest course for the farmer is to 
attempt to minimise his fixed annual payments, not necessarily his total 
payments. This can be done by seeking the cheapest lender, by seeking 
the longest period or by borrowing from a lender who does not require 
fixed annual payments. At the same time, the farmer needs security in the 
tenure of the loan. 

These aims may be conflicting. For example, the longest terms may be 
offered by a relatively dear lender; between August 1952 and May 1953 
the Agricultural Mortgage Corporation was prepared to lend on mortgage 
for periods of up to sixty years, but at 6%, whereas some building societies 
and insurance offices were making similar loans at 44-5%, but only for 
periods of up to twenty-five years, and often less. The joint-stock banks 
provide credit under the overdraft system, where no definite repayment 
terms are made, but the loans lack security. Despite this, bank credit was 
used to finance about half the new owner-occupations created in England 
between 1941 and 1950 which relied on borrowed money. 

The farmer purchasing a farm is, therefore, faced on the one hand with 
figures of expected annual average incomes, subject to some fluctuations, 
for as far ahead as he dares expect. On the other hand, unless he is fortunate 
enough to stumble upon the two lenders in England who grant loans which 
are secure as to tenure and flexible as to repayments terms, he has to decide 
between taking a secure loan requiring fixed annual payments over a period 
of years, or an overdraft subject to recall at short notice. If he decides upon 
the overdraft and has not the resources with which to reduce it when the 
banks desire to liquefy some of their loans, he has to borrow from some 
other source in order to repay his banker; for example, much of the early 
business of the Agricultural Mortgage Corporation was of this nature. 

If he decides on the mortgage loan, then over the period of the loan heis 
committed to annual payments, the amount of which can be varied only with 
difficulty. Other things being equal, the longer the period of the loan, the 
less the payments. Ifa loan for a long period is taken as an insurance against 
income fluctuations, then, if income does not fluctuate the farmer has wasted 
the opportunity of profitably using the annual difference between the 
payments he could have made and those he has to make. If he shortened 
the period and increased the annual payments to a level nearer his available 
annual average income, if income does fluctuate he is in trouble. We are 


1 There may be more than two such lenders but our research has failed to reveal more; the two 
lenders in question operate only in a small way in this field. 
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not here concerned with the fact that the farmer’s average income calculation 
may be incorrect, but merely with fluctuations around that average income. 

Every mortgage deed contains clauses which empower the mortgagee 
to foreclose on the property in the event of default by the borrower. If the 
mortgagee so desires, foreclosure can follow the omission on the part of the 
farmer to make one payment on its due date; this is not often done, but was, 
for example, in the period 1910-14, when, on account of the Land Campaign, 
mortgagees became nervous about holding securities connected with land. 
When a farmer has a fluctuating income he is, therefore, often faced in years 
of low income with the alternatives of using working capital for debt retire- 
ment or defaulting on his mortgage payments. Whichever he does is 
serious. If the former, his capacity to earn income in the future is 
reduced,? if the latter he risks losing his farm and seeing it sold at forced sale. 
These things can happen even if the average-income calculations of the 
farmer, over a period of years, are correct, that is, the fall in prices is short- 
lived. The break in 1912-13 in the rising trend of farm incomes caused 
some owner-farmers to lose farms purchased in the years 1906-11, although 
the rising trend of prices was resumed in 1914. Again, after 1926 farmers 
who had purchased farms in 1924—25 were often in difficulties, although the 
main fall in prices did not occur until 1929-30. The price collapses of 1874 
and 1921-23 were more spectacular, but here again the majority of the 
farmers who failed in consequence, failed almost immediately; they would 
not have been affected if prices had afterwards risen so that the falls were no 
more than strong fluctuations to a relatively even trend. 

A fluctuating income, even if the average is satisfactory, is a matter of 
considerable importance to a farmer with fixed annual payments under a 
mortgage. This position occurs in all countries in which owner-farming 
(peasant proprietorship) is important. In England the security of tenure 
given to tenants in 1947, coupled with the prosperity of English farming, 
means that the purchase of a farm is often the only way in which a man can 
enter agriculture. ‘This is likely to become more important, for, as death 
duties take their toll of large estates, owner-farming is becoming more wide- 
spread. With the Agricultural Mortgage Corporation granting loans for 
periods up to sixty years the position is less serious now than it was in the 
years after the First World War, when little credit was available for periods 
longer than twenty years. 

Fluctuations of income will become more important if the average 
incomes of farmers should fall from their present levels; the nearer the 
average income to the fixed annual payments, the more a given percentage 
fluctuation matters. This was shown, for example, in the years 1937-38, 
when a relatively small fall in farm incomes from the existing low levels led 
to owner-farmers who had purchased their farms in the years 1935-36 failing. 
This is not submitted as an argument in favour of income stabilisation, 
although any measure pointing in this direction, which is not merely a 


1 If there is a cultivation covenant in the mortgage deed he may still lose his holding because he 
has allowed it to depreciate in order to maintain payments under the mortgage. 
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device for subsidising farmers in bad years and allowing them to fatten in 
good years, is probably deserving of support. What is needed, it is suggested, 
is a source of long-term credit for farmers, in the main for land purchase, 
which will allow the farmer to vary his repayment rate in accordance with 
his income. In good years he could then repay his loan at a rate faster than 
the annual average rate required to repay the loan over its agreed life, in this 
way using his surpluses to reduce his indebtedness and his fixed interest bill 
in future years. In bad years the fixed payment would be limited to 
interest on the outstanding balance of the loan. 

In conclusion, one other point may be noted. Although the fluctuations 
in income may average out to a satisfactory level of income, the farmer will 
still be worse off than if his income had been steady at that level. Ifhe has 
to borrow in the lean years, for example, to buy seed, he must pay interest 
on that borrowing, whereas it is doubtful if his surpluses in the fat years can 
be made to earn a similar rate—compare the rates banks charge on over- 


drafts and pay on deposits. 
S. G. STuRMEy 


University College, 
London. 





A FINNISH CONTRIBUTION TO RENT THEORY 


In his most ingenious monograph “‘ The Economic Theory of Agricultural 
Production,” 1 Herr af Heurlin has made a contribution to rent theory of 
considerable originality. Although it is written in English, the book may 
not achieve wide circulation, so a summary of part of its analysis would 
seem to be called for. This is the easier to provide, because some of the 
conclusions can be derived by much simpler methods than those used by 
the author. The following pages, therefore, contain a brief re-statement of 
that part of his argument which illuminates an old controversy between 
Ricardo and Carey. 

Suppose that wheat is the only agricultural product. Suppose there is 
perfect competition. Suppose that to produce wheat a combination of 
factors (labour, seed, etc.) is applied to land, that the prices of all these 
factors is given and that on each type of land there are constant returns to 
scale. Assume that there are only two types of land, I and II. ‘The left- 
hand section of Diagram 1 shows the marginal-cost curves for production on 
one acre of each type. The right-hand section of the diagram shows the 
supply curves of wheat from land of each type (as it is drawn, Type Il 
acreage considerably exceeds Type I acreage) and the total supply curve. 

If the demand curve intersects the supply curve to the left of A, only 
Type I land will be used, and there will be no rent. A shift to the right will 
cause rent to be paid for Type I land; a shift bringing the intersection to 
the right of B will cause Type II land to be brought into cultivation. If 
finally, the intersection is to the right of C, not only will all of both types of 
1 Annales Academiae Scientiarum Fennicae, Series B, Volume 87, 1 (Helsinki, 1954). 
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land be used, but both will bear rent. Thus if the intersection is at D, the 
rent per acre will be the area in the left-hand section between the dotted 
line and the marginal-cost curve. 
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Output per acre DIAGRAM |. Total output 

Let “ yield” be defined as output per acre and “ exploitability ” as 
output per £1 of cost at the least-cost point. It can be seen that, with 
conditions as shown in Diagram 1: 


Type I land gives the greater yield; 
Type I land is more exploitable (FG < RT); 
Type I land bears the higher rent. 


Now suppose that conditions are as shown in Diagram 2. Then all the 
above statements are true only if the price be less than OF. If the price be 
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between OF and OK (where K is chosen such that area a equals area 5) 
then : 


Type II land gives the greater yield ; 
Type I land is more exploitable; 
Type I land bears the higher rent. 


If the price exceeds OK then: 


Type II land gives the greater yield; 
Type I land is more exploitable ; 
Type II land bears the higher rent. 


Thus where marginal-cost curves cross, the ranking of types of land by 
yield and rent per acre will change as the price of wheat rises. af Heurlin 
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calls this result ‘‘ the law of changing order of rent.”” A second conclusion 
is the evident one that different types of land will be taken into cultivation 
in the order of their exploitability. 

The argument of Section 1 of Chapter V may now be summarised, 
Carey criticised Ricardo for stating that the most fertile lands are first taken 
into cultivation, then the next most fertile lands and so on. Marshall] 
endeavoured to reconcile Ricardo’s theory with Carey’s fact by bringing in 
various non-economic factors, and Wicksell similarly raised the point of 
technical improvements. But the opposition can be reconciled entirely in 
the realm of theory: Ricardo was right under the conditions of Diagram ], 
Carey under the conditions of Diagram 2. Ricardo thought in terms ofa 
settled country, where high fertility and high exploitability go together. 
Carey saw that in new countries the most exploitable land may ultimately 
prove less fertile than the land which is more expensive to bring into 
cultivation. 

In the second section of Chapter V the author points out that cases of 
intersecting marginal-cost curves are likely to occur when more fertile land 
is less accessible, for the transport costs which must be included in the 
marginal-cost curve of production on the more fertile type of land * render 
it less exploitable. An “increase in the price of the commodity has a 
tendency to raise the less easily accessible but more fertile land in the order 
of rent, compared with land which is more easily accessible but less fertile.” * 

RALPH TURVEY 
London School of Economics. 


MR. WILES AND THE NORMAL COST THEORY: A 
FURTHER NOTE 


Tue object of my original Note * was merely to argue that the normal 
cost theory (i.e, Mz. Andrews’ theory of Manufacturing Business) and the 
marginal analysis could not be reconciled along the lines Mr. Wiles suggests! 
That thesis still stands. Mr. Wiles does not deny it in his “‘ Rejoinder.” 5 

It would, therefore, be unnecessary to prolong the discussion were it 
not for the fact that in “‘ defending ” his own position,® Mr. Wiles is led to 
attack mine and to prefer charges which are not valid. In reply, I would 
make the following points: 

1. The “ difference ’’ between Mr. Wiles and myself is not (as he con- 
tends it is 7) the trifling one of whether I will admit a divergence between 


1 Fertility can be compared only at a given price (received net by the farmer). 2 p. 62. 

3 Economic JOURNAL, September 1952, pp. 666-74. (Hereafter referred to as “‘ Note.”’) 

4 In his article ‘“‘ Empirical Research and the Marginal Analysis,”” Economic JouRNAL, Septem- 
ber 1950. (Hereafter referred to as ‘‘ Wiles (1950).’’) 

5 Economic JourNAL, June 1954, pp. 350-7. (Hereafter referred to as “‘ Rejoinder.”’) 

§ In point of fact, the ‘‘ criticisms ”’ he attributes to me are no more than extracts from my own 
statements of our respective views; and he nowhere suggests that I have misrepresented his view. 
7 Rejoinder, pp. 351, 356 (third par.). 








SP 


Q 





on 
on 


ler 
a 


99 











MR. WILES AND THE NORMAL COST THEORY 349 





1955] 


average direct costs and “true” current-period marginal cost. I have 
never denied this; though in certain situations I would contend that the 
divergence is in a different direction from that envisaged by Mr. Wiles. 

Rather the difference between us stems from this: that in separating 
(artificially) the partial adaptation/total adaptation and short run/long run 
dichotomies, Mr. Wiles would confine attention to cases where there is 
“always p.a.”’ *—1.e., where for some reason the firm cannot vary its plant 
ina “long” (i.e., in clock-time) period. As against this, the normal cost 
theory—and, I think, most economic theories—would contend that such 
cases, if they exist at all, are exceptional; that normally the firm can vary 
its plant, and will do so if conditions warrant it (Wiles’ “‘ total adaptation ”’) ; 
and that the (operational) long period during which this will occur is nor- 
mally short (2.¢., in clock-time) relative to the period the firm anticipates 
continuing in business thereafter. 

With these presumptions I have argued (with Mr. Andrews) that the 
firm will normally supply an increase in demand beyond the “ planned 
throughput ”’ of its plant to the utmost physical limit of its capacity (includ- 
ing overtime, etc., where practicable) and at an unchanged price—in order 
to appropriate demand (goodwill) which may prove permanent, and which 
otherwise would assuredly be lost to rival firms. If this involves some tem- 
porary losses on the marginal units in the short (or transition) period, these 
will normally be more than offset by the more permanent gains anticipated ; 
for the entrepreneur expects that, when the plant has been extended, the firm 
will produce all units at a lower average inclusive cost (thus gaining a higher 
margin of net profit per unit at the maintained price) .° 

Thus it zs the normal cost viewpoint—as far as it can be expressed in so 
aphoristic a statement—that: ‘‘ Profits are maximised with total but not with 
partial adaptation, and that the length of the run is irrelevant. . . .” 4 
Iz., the “‘ run ” is normally short relative to the expected life of the business. 

2. Indeed, it is precisely to enable the firm the more readily to appropri- 
ate such an increase in demand (among other reasons) that the entrepreneur 
plans for a reserve of capacity in the first instance,® i.¢., with expected 
throughput OX (in Mr. Wiles’ figure) the entrepreneur installs the plant with 

1 See the footnote to p. 673 of my Note. Cf. also Andrews, Manufacturing Business, pp. 109-10. 

* See, e.g., Wiles (1950), pp. 518 (bottom), 524 (line 6—‘‘ granted p.a.”), etc. Also Rejoinder, 
pp. 350 (*‘ the whole discussion concerns partial adaptation only,”’) 355 (second par.). 

3 See Andrews, Manufacturing Business, pp. 136-7. Even if some theorists will not go so far as to 
agree that the firm will normally be prepared to incur actual pecuniary loss, at least they would 
grant (I think) that the firm will have regard to actual s.r. marginal cost, i.e., ‘‘ s.r.m.c. (p.a.) ” 
(which includes the pecuniary costs of “‘ shift and Sunday working,” if any—contra Wiles, Rejoinder, 
p. 356, first para. of §4) rather than “‘1.r.m.c. (p.a.),” in deciding its output policy in the transition 
period, See, ¢.g., R. F. Harrod, Economic Essays, pp. 150 (second para.), 166-7. 

* Wiles, Rejoinder, p. 355. If this means that “ profits are maximised in the long run” in a 
sense different from that of Mr. Wiles, at least it can be said that the present sense is more in accord 
with the traditional usage of “‘ long run ”’ than Mr. Wiles’ own. Cf. the whole discussion of Rejoin- 
der, pp. 354-6, and the statement of mine quoted by Mr. Wiles on p. 351. 

5 It was just in the context of the firm deciding on the appropriate plant to install that Mr. 


Andrews first drew attention to the considerations noted by Mr. Wiles. See Manufacturing Business, 
pp. 87-95. Cf. Wiles (1950), last sentence of first par., p. 519. 
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minimum average cost at OY (to the right of OX), rather than OX; and 
this might indeed be represented schematically by drawing a curve such as 
Mr. Wiles suggests, rising sharply from the s.r.m.c. curve at X. 

But does Mr. Wiles seriously suggest that when an increase in demand 
(at the maintained price) in fact materialises, the firm will not use the reserve 
capacity which it has installed primarily for this very purpose? This would 
be to make the so-called “ |.r.m.c. (p.a.) ” curve do double—and inconsistent 
—duty. Butno; Mr. Wiles is not guilty of this crude error. He states that 
** . . for short periods we like to be producing OX,” i.e., in excess of OX 
(see Mr. Wiles’ fig.) ; “* but in the long run we shall surely regret it, and must 
either enlarge the plant or produce OX.” 1 Ina word: if the possibility of 
** total adaptation’ is open, then |.r.m.c. (p.a.) is not operative in the short 
period; the demand being there, we adopt the course we “ like ” and pro- 
duce beyond OX, subsequently enlarging the plant. If, however, we do 
not, presumably because we cannot, enlarge the plant, then indeed we revert 
to OX. In this latter—and, I am sure, relatively rare—case, I have granted 
the essential validity of Mr. Wiles’ analysis.” 

The position is, then, that if the possibility of “ t.a.”’ is admitted (as in 
the normal cost theory), the considerations embodied in the I.r.m.c. (p.a.) 
curve are relevant to the firm’s investment policy (t.e., “ in originally deciding 
the size of the plant,” *) but not also to the firm’s short-period price and 
output policy once the plant has been installed (i.e., not “in deciding the 
use of that plant” *). To assert this, therefore, is not to “‘ contradict one- 
self,”’ as Mr. Wiles charges. Indeed, in that he contends earlier on that 
*‘, . . investment policy is infinitely too various to be subject to any sort of 
generalisation at all,” 4 the boot is on the other foot. 

3. Mr. Wiles, then, neglects the possibility of “ t.a.,”” and concentrates 
attention on cases where the plant for some reason is more or less fixed. He 
is thus quite in order in referring to the 1945-51 experience in England; for 
this was a period of universal shortage of resources when no firm could readily 
expand its capacity, and the existing plants could not be overworked 
indefinitely. 

But that is not all there is to be said. First, the 1945-51 “‘ price rises” 
were not simply a matter of the price rising in accordance with an “ almost 
vertical ” l.r.m.c. (p.a.) curve at the planned capacity output. This may 
have been so initially, in some cases; in many others, the firms preferred to 
establish “‘ waiting lists.” Subsequently, however, with all firms competing 
for the available factors of production, the prices of the latter rose; this 
raised the cost curve throughout its length, and with it the price (or con- 
firmed the initial price rise). 

But in any event, second, Mr. Wiles’ reference to this inflationary situa- 
tion entirely misses the point of my Note. There I specifically posited a 
* normal ” increase in demand, 7.¢., “‘a structural shift in consumers’ pre- 

1 Wiles (1950), p. 519. 


2 My Note, p. 672 (third par.). Mr. Wiles seems to have missed this completely. 
3 Wiles, Rejoinder, p. 352. ‘4 Ibid., p. 350. 
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ferences ’’ in normal conditions; not a cyclical (or inflationary) increase in 
demand. In the former situation the entrepreneur will avoid a price rise 
such as Mr. Wiles envisages for the double reason, first, that it will alienate 
prospective additional custom (and also existing goodwill), and second, it 
will invite the entry of new competition. 
H. R. Epwarps 
The University, 
Sydney, 
Australia. 





POSTSCRIPT 


Let the existing fixed plant be A and the proposed expanded fixed plant 
be B. Then there is a long-run maximally profitable output from A, deter- 
mined by the cut of some MR and MC curves. Mr. Edwards now practi- 
cally admits that if there is no question of installing B the relevant MC 
curve is my lI.r.m.c.(p.a.); though for some reason not clear he confines 
this concession to the case where it is impossible to instal B (owing, say, to 
building licences), and neglects the much more obvious and usual case 
where it is unprofitable to instal B. But if B is in fact going to be installed 
he rejects l.r.m.c.(p.a.) from A as a determinant of output from A in the 
meanwhile, in favour of the “ utmost physical limit of (A’s) capacity.” 
This is in order to preserve goodwill until B is in operation. Now although 
a firm would, of course, be well advised to act as Mr. Edwards suggests, 
the language he uses to describe its actions is very unfortunate. It leads 
him to his bold but self-defeating admission that my accusation was right: 
according to the normal cost theory “ profits are maximised with total but 
not with partial adaptation, and the length of run is irrelevant.” 

Why not adopt instead my language? Our firm has so good a market 
that it feels some sacrifice worth while to preserve goodwill until B is ready. 
Therefore long-run marginal revenue has risen, enough for it to be most profitable 
toclimb further up the I.r.m.c.(p.a.) curve of A. Thus, first, the absurdity is 
avoided that a profit-maximising firm could ever neglect its cost of pro- 
duction. L.r.m.r. thus correctly defined will still not fall below 1.r.m.c.(p.a.) 
fom A. The re-definition is simple, logically necessary and surely not new. 
Moreover, we have now allowed for variations in the value of this goodwill, 
which Mr. Edwards cannot—the rise in l.r.m.r. may be large or small; and 
for variations in that curious notion “ full capacity,” which is not, of 
course, a point but a long stretch (¢.g., how many shifts a day does it mean, 
and may we or may we not postpone the monthly shutdown for mainten- 
ance?). ‘These things must be weighed against each other in marginal 
terms. Thirdly, my contention remains unshaken that the marginal 
analysis is compatible with the facts of life in all cases where the firm does 
indeed maximise its profits. But how is the normal cost theory reconciled 
with either? No doubt I have not achieved a reconciliation I never had 


1 My Note, p. 674, and footnote to that page. 
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in mind, but ought it not now to be attempted? This theory is seen to 
provide an awkward analysis of profit maximisation in a highly particular 
case: the growing firm, not restricted by building licences, which has good. 
will; but as yet no analysis, it appears, of any other case. Its strength lies, 
surely, in its analysis of price, not output, formation. It is incomplete. 
P. WizEs 
New College, 
Oxford. 





OFFICIAL PAPERS 


Tue INTERNATIONAL COMPARISON OF NATIONAL PRopDUCTs 


SucH attempts as have hitherto been made to compare the national 
products of different countries have displayed a bold, rather than a careful 
or precise use of the available data. Now, for the first time, a really serious 
and thoroughgoing attempt has been made to compare the gross national 
products of France, Germany, Italy, the United Kingdom and the United 
States! The published report contains both a clear and candid account 
of the main difficulties encountered and detailed descriptions of the practical 
methods of estimation, which by and large seem quite unexceptionable. It 
is obvious, indeed, that this is the work of a team of skilled and experienced 
national-income practitioners. It is all the more to be regretted that they 
have not paid more attention to the fundamental economic interpretation 
of any such international comparisons. 

It is worth taking a glance, first, at the main results, which are sum- 
marised in the following table. The results are here expressed in the form of 
index numbers showing the per capita gross national product, and the three 
main divisions of the gross national product, of each of the European 
countries, in 1950, as percentages of the corresponding estimates for the 
United States. The results are bound to depend to some extent on the 
prices that are used in combining individual components of the national 
products. In each case three different sets of prices were used: those of 
the particular European country, those of the United States and the average 
prices in the four European countries combined. The choice of prices turns 
out to have very marked effects on the estimates. This is particularly 
noticeable in the case of government expenditure; but it also makes a con 
siderable difference to the estimates of consumption, and—to a lesser extent 
—to those of investment. 

What do comparisons of this kind really mean? We find that the total 
per capita value of the gross domestic product of the United Kingdom in 1950 
was 63% of that of the United States if the individual components of the 
gross domestic product are valued, in both cases, at the prices which then 

1 An International Comparison of National Products and the Purchasing Power of Currencies. A study 


of the United States, the United Kingdom, France, Germany and Italy. By M. Gilbert and I.B. 
Kravis. (Paris: O.E.E.C., 1954. Pp. 203.) 
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Per Capita Levels of Gross National Product, Consumption, Investment and 
Government Expenditure in 1950 











(U.S.A. = 100) 
oe | Consump-|_ Invest- Govern- 
Weighting. | G.N.P. | tion. ment. ! | ment. 

United Kingdom | U.K. prices 49 | 52 31 77 
Average European prices 53 53 34 91 

U.S.A. prices 63 66 35 107 

| 

France French prices | 39 | 39 35 62 
Average European prices | 42 | 40 40 72 

U.S.A. prices | 53 | 53 41 90 

Germany German prices 30 28 29 57 
Average European prices | 33 32 33 54 

U.S.A. prices 43 42 39 70 

Italy Italian prices | 18 18 15 20 
| Average European prices 22 22 18 36 

| U.S.A. prices | 30 31 19 52 











1 Including investment in stocks. 


prevailed in the United States. Can we draw any interesting conclusions 
from such a statement? At first sight it may seem to show the difference 
between the per capita national products of the two countries, after abstracting 
from all differences in prices—1.e., the difference between the physical volume 
of goods produced, per head of the population. But this cannot in fact be 
the correct interpretation, since the use of a different set of prices, e.g., those 
that prevailed in the United Kingdom in that year, gives a very different 
result; we cannot even say that the truth lies between the two results, since 
they purport to answer quite different questions. As the results are very 
substantially affected by the particular prices that are chosen as the basis of 
comparison, there must be a good reason for using one set of prices rather 
than another. How, then, do we justify the use of one particular set of 
prices, in preference to any other? 

So far as the estimates for a single country are concerned, it is possible to 
give a definite answer, which is twofold. On certain assumptions, which 
need not here be elaborated, the market prices prevailing in a particular 
country at a particular date reflect the relative marginal utilities of the 
different products to the final consumers, or purchasers, in that country at 
that time. The national product, valued at those prices, can therefore be 
given a certain, albeit a rather limited significance in terms of economic 
welfare. The prevailing prices also reflect the prevailing costs of production ; 
and these costs, again on certain assumptions, reflect the relative marginal 
productivities of different factors of production. Thus the valuation of the 
national product at such prices also has a certain limited significance from 
the standpoint of productivity. But since the proportionality property 
applies only at the margin, the significance of such aggregates is restricted, 
fom either point of view, to relatively small changes in the neighbourhood 
ofa given total. 
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We attribute a money value to a given aggregate of goods and services, 
not because the total is in itself of interest, but in order to have a starting 
point from which changes in the neighbourhood of that point can be 
measured. Comparisons can be made, from the standpoint of welfare, 
between points in the same general neighbourhood, provided that the 
relative marginal utilities of different commodities are more or less the same; 
and provided also—since the relationship between prices and marginal 
utilities holds good only for individuals—that the distribution of incomes js 
much the same in both situations. Comparisons between points in the same 
general neighbourhood can be made from the standpoint of productivity, 
provided that the relative marginal productivities of different factors of 
production are more or less the same in both situations. But if one situation 
represents a quite different constellation of commodities, or of factors, from 
the other, it is impossible to make any valid comparison unless we know the 
shapes of the marginal utility, or marginal productivity, curves; and unless, 
also, there is some way of measuring the relative marginal utilities of identical 
commodities, or the relative marginal productivities of identical factors, in 
the two situations. 

Thus the problems involved in comparing the national products of two 
different countries are essentially different from those involved in com. 
paring the national product of a single country at two points of time. _Inter- 
temporal comparisons within a single country involve assumptions which are 
realised only to varying degrees of approximation.!_ But if the two dates are 
not very far apart the bulk of the goods and services produced, and the bulk 
of the factors used in producing them, are likely to be almost unchanged. 
The relative prices of different commodities (reflecting their relative marginal 
utilities) and the relative prices of different factors (reflecting their relative 
marginal productivities) show comparatively small changes in the short 
period; and a sudden and substantial general shift in the marginal utility 
(or productivity) curves is unlikely to occur very often. The composition of 
the population will, of course, be changing all the time; but (ignoring the 
possibilities of war or pestilence) is is largely the same people whose welfare 
at the two dates is being compared, and it seems fairly reasonable to assume 
that their tastes and capacities for enjoyment will be very similar. If largely 
the same factors are employed, and if the relative sizes of industries which 
enjoy different degrees of monopoly remain about the same, it also seems 
reasonable to assume that the intra-marginal productivities of the factor 
employed at the two dates will be very similar. 

When, however, two populations have no members in common—when 
in fact conditions are as different as they are in, say, the United Kingdom, the 
United States and Italy—the basis for any direct comparison of welfare (to 
take this aspect first) is lacking. The differences in the relative prices of the 
same commodities, which are indicative of differences in relative marginal 

1 A fuller discussion of these assumptions and their implications may be found in my paper on 


“ Problems in the Measurement of Real National Income,” published in Income and Wealth, 
Series IV (Bowes & Bowes, Cambridge). 
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utilities, are in themselves sufficient warning that the situations are not 
directly comparable. Furthermore, one cannot ignore the possibility of 
basic differences in the tastes and scales of preference of individuals in the 
two countries; or the fact that the distribution of incomes may vary 
considerably from one country to another. 

Even if all such differences could be allowed for, it would still be im- 
possible to make any strictly valid comparison between the welfare of, say, 
a typical American and a typical Britisher. The enjoyment of economic 
goods depends to a large extent on uneconomic factors—the proximity of 
friends and relatives, the lifelong associations of a particular part of the world, 
customs, traditions and even differences in temperament. They may, 
therefore, have different capacities for enjoying identically the same goods. 
The most that we can strictly do is to ask ourselves: how much better or 
worse Off would an average American feel } if he lived in this country and 
consumed what an average Britisher consumes, as compared with what he 
actually consumes in America (or vice versa)? We should not be surprised 
if we reached the conclusion that each man would feel a great deal worse off 
inthe other man’s shoes. But since no one is asking Americans and Britishers 
to swop places, the question is anyway of little interest. 

We are not, indeed, faced with quite the same difficulty when under- 
taking comparisons in terms of productivity. It may not be altogether 
unrealistic to suppose that factors of production can be transferred from one 
country to another without seriously affecting their productivities.2 Labour 
is to some extent, perhaps, an exception to this; but the difficulty here is 
rather to specify, and to be able to identify, labour of a particular grade or 
quality, without reference to differences in wages. The main stumbling 
block, however, in any general comparisons between the total domestic 
product, in the productivity sense, of one whole economy and another (the 
difficulties are much less serious if the comparison is restricted to a single 
industry) is that the relative supplies, as well as the relative prices, of different 
factors of production vary considerably from one country to another. If 
entirely different factors are embodied in the typical products of the various 
countries, there is no real basis on which to make productivity comparisons. 
In such circumstances, the proportionality between the prices and the 
marginal products of different factors within each country will not enable us 
to compare one country with another. 

The authors of the O.E.E.C. study are unconcerned with any of these 
complications. They do indeed recognise “ the fundamental difficulty 
involved in comparing the national products of very primitive and advanced 
economies,’’ although they see this as primarily due to “ the large amount of 
unique goods in the advanced society for which no meaningful price or cost 
can be imputed to the primitive society.”” They are forced to the conclusion 
that “‘ the index number equations can be computed only on the basis of the 


1‘Or more precisely: how much more would he have to consume in this country (or how 
much less in America) to feel indifferent as between the two situations? 

* Except that an industry may enjoy a monopoly position in one country and not in another. 
No. 258.—VvoOL. Lxv. AA 
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price weights of the advanced country.” A lingering doubt then emerges, 
for they hasten to add that “ this result may tell us something, but it is indeed 
quite limited, either from the standpoint of productivity or economic wel- 
fare”? (§ 124). The authors do not see that the difficulties involved in 
comparing advanced and primitive economies, though taking a more acute 
form, are essentially the same as the difficulties involved in comparing two 
more or less advanced countries. Differences in climatic and other physical 
conditions, as well as in the needs of different communities and their 
capacities for enjoying life, are, of course, admitted. But all such complica- 
tions are brusquely brushed aside. “‘ The fact is,” they inform us, “ that 
comparisons of real national product cannot allow for any assumed (sic) 
lack of identity of needs’ (§ 90); adding, somewhat wryly, that “ there is 
always an infinite series of relative advantages and disadvantages, and it is 
impossible systematically to weigh one against the other”’ ($91). We must 
ignore all these complications, they seem to be saying, or we may find that 
we are unable to make any comparisons at all! 

There are certain other points on which comments may be ventured, 
As we have seen, the authors adopt the convenient device of comparing the 
national product of each of the European countries with that of the United 
States at the average prices of the four European countries combined, as 
well as at the prices prevailing in the United States, and at the prices of the 
country in question. Their justification for using average European prices 
is delightfully simple: it is adopted, they say, “ in order to facilitate compari- 
son and to avoid an unmanageable number of figures’ (§ 12). No further 
justification is considered necessary. The mere fact of using the same set 
of prices does not, however, make the estimates for the four countries com- 
parable with each other. Nor, unfortunately, can any real validity be 
attached to an estimate of the comparative position of, say, France and 
Italy, which is based on the separate comparisons of each country with the 
United States. There is no reason why the United States should be used as 
the standard by which to compare conditions in the other North Atlantic 
countries. 

The assumptions involved in making productivity comparisons are 
different from, though in some respects closely analogous to, those involved 
in making welfare comparisons. It is important, therefore, to be clear about 
which is being undertaken. The authors of the present study have, no 
doubt wisely, restricted themselves to the productivity aspect. This is, at 
least, clearly stated to be their intention: “ For this study the production 
approach is used as being more in keeping with its purpose of comparing the 
relative economic strength of the countries”’ (§ 73). And yet we find, 
curiously enough, that ‘‘ the comparisons are not concerned with the goods 
physically produced by domestic establishments,” which is surely the 
appropriate aggregate for purposes of productivity comparisons. Instead 

1 But, for certain groups of items (housing, motor cars), the different results produced by using 


the different sets of weights are inexplicably ignored, the results being averaged together to pro- 
duce a single indicator for the group. 








col 








ire 


ut 
no 


on 
he 
id, 


he 
ad 


ing 
I0- 











1955] INTERNATIONAL COMPARISON OF NATIONAL PRODUCTS 357 


“the real national product comparisons are based on consumption and 
investment expenditure for all final products—whether home produced or 
imported—from the total of which the import surplus is deducted (or the 
export surplus added) ” (§67). As to why this somewhat peculiar aggregate 
js chosen, or how the deduction (addition) is made for any import (export) 
surplus, there is not a word of explanation. One would expect productivity 
comparisons to be based on the total product of domestically employed 
factors of production—what is normally referred to as the gross domestic 
product, which includes exports and excludes imports. The total gross 
domestic expenditure, which includes imports and excludes exports, is 
appropriate for welfare comparisons, but not for productivity comparisons. 
Ifan addition (or deduction) were made to the total gross domestic expendi- 
ture for any export (or import) surplus, the result would perhaps be a 
measure of the ‘ welfare-producing-power”’ of domestically employed 
factors of production. The adjustment for any export or import surplus is, 
however, bound to be very arbitrary, since an export surplus merely repre- 
sents a claim on the resources of some other country (or countries); and no 
one can say in advance when, or how, or even whether, that clair will be 
redeemed. But why the authors have chosen this aggregate as the basis of 
their comparisons when they have disclaimed any interest in problems other 
than those of productivity—and they explicitly say that “‘ goods are viewed 
from their cost aspect rather than their welfare aspect ’’—is a mystery. 

It is generally believed that, for purposes of productivity comparisons, 
different goods and services should be valued at so-called factor cost, 
rather than at market prices. This view appears, however, to rest on a 
fallacy. It can be shown? that productivity comparisons should be based 
on market prices rather than factor costs. 


The point of view adopted here may seem rather too severe, even 
nihilistic. My argument—or so it may be objected—practically amounts 
to saying that no two situations can be compared unless we know, before- 
hand, that they are not very dissimilar. The two situations must, indeed, 
have some common denominator before the difference between them, from 
some other point of view, can be measured. But is it not possible to make 
comparisons, if need be of a less rigorous kind, between two situations which 
are known to be different in many respects, but which appear to have certain 
general characteristics in common? In view of the undoubted interest in 
such comparisons it is worth seeing whether a limited attack on the problem 
can be made by partially relaxing some of the conditions specified above. 
A possible approach which suggests itself is as follows. 

If we were interested in making welfare comparisons between two 
countries, whether at the same or at different dates, we would begin by 
selecting as many commodities as possible that have the same, or virtually 
the same, relative prices in the two countries, and of which approximately 


1 The problem is fully discussed in my article on ‘‘ National Income at Factor Cost or Market 
Prices?’ (p. 216 of this JouRNAL). 
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the same quantities are sold, per head of the population. The selection 
would be restricted to commodities which on the face of it appear to satisfy 
broadly the same needs in the two countries. This particular bundle of 
commodities—call it Q—would provide the necessary yardstick for purposes 
of comparison. It would be necessary to make the—admittedly rather 
drastic—assumption that the satisfaction obtained from this bundle was 
exactly the same in the two countries; in other words, we would be attempt. 
ing to find out what the difference would amount to if this assumption were 
fulfilled. All other commodities could then be converted into an equivalent 
number of units of Q, simply on the basis of their total cost, relative to the 
cost of Q. The assumption would thus be made that, within each country, 
any other bundle of goods costing the same as Q would yield the same satis. 
faction as Q—an assumption which, of course, is valid (if at all) only fora 
single individual. We would have to be able to assume, therefore, that the 
distributions of incomes in the two countries was at least broadly similar, 
The larger the selection of commodities included in Q,, the sounder, naturally, 
is the basis of comparison. Unfortunately it will not often be possible to 
find many commodities which are sold in similar quantities (per capita), or at 
virtually the same relative prices, in different countries. We can expect very 
few pairs of countries to be comparable to the extent that the difference 
between their per capita national products can be measured. 

A similar method might be used for productivity comparisons. For 
this purpose the yardstick would consist of a selection of commodities which 
incorporate various factors of production in the same relative quantities, 
and at the same relative prices, in the two countries. The validity of the 
comparison would depend on whether a reasonably representative selection 
of commodities could be found, satisfying these requirements. ‘The relative 
productivity within each country of factors embodied in other commodities 
would be assumed to be given by their total cost, relative to the cost of this 
particular selection. This is also a rather drastic assumption, since pro- 
portionality between costs and marginal products does not, as already noted, 
indicate much about intra-marginal productivity. But some such device 
as this is clearly necessary if we are to make any headway at all. 

Curiously enough, the authors use a similar device when dealing with 
the problem that arises when different qualities, or very different quantities, 
of essentially similar commodities are produced in different countries. Fuel 
oil, for instance, was available only in very small quantities, at a corre- 
spondingly high price, in France; and it was recognised that to value the 
large quantities of fuel oil consumed in the United States at the prevailing 
French price “ would be rather meaningless”? (§ 120). Expenditure on 
fuel oil was accordingly divided by the price of a ton of coal, and so con- 
verted into an equivalent number of units of coal. A similar procedure 
was applied to certain other commodities, namely tobacco, housing and 
mattresses. This really gives the game away. For why should exceptions 
be made in favour of two or three commodities when the same difficulty 
arises, in varying degrees, over a very wide range of other commodities as 
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well? Clothing, heating, travel, education, entertainment, drink, and 
even food, are all available in substantially different qualities or quantities 
in the different countries. If a straightforward comparison is wrong in the 
cases of fuel oil, tobacco, housing and mattresses, it is wrong in a very large 
number of other cases as well. All this is not to deny that the present 
estimates, granted their general limitations, are a definite advance on any 
which have previously been produced. 

The indices of comparative national products, and of the comparative 
supplies of particular commodities, are used in turn to obtain corresponding 
estimates of the purchasing power equivalents of one currency against 
another. Needless to say, the purchasing power equivalents turn out, in 
most cases, to be very different from the current exchange rates. The 
authors conclude that the use of exchange rates in estimating comparative 
real products may give quite false results. This conclusion may seem to be 
the most well established of all their findings; and it may still be true, even 
though it rests on a set of estimates the whole foundations of which have here 
been calledin question. In present-day conditions it would certainly be very 
rash to assume that exchange rates reflect purchasing power parities; and 
any adjustments to the exchange rates of a by-gone era for subsequent 
changes in prices are bound to be unsatisfactory, if only because changes in 
relative prices have probably been accompanied by substantial shifts in 
demand. But if we were ever to return to a “ normal ”’ situation, with truly 
competitive markets for internationally traded goods, and if the same goods 
were also extensively used in both of the countries being compared, it is just 
conceivable that the use of exchange rates—due allowance being made for 
import duties—would provide a short-cut approximation to the method 
outlined above. The possibility cannot, at any rate, be dismissed. These 
are problems that still await investigation. 


London. 


J. L. NicHoLson 
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Tue Annual Meeting of the Royal Economic Society will be held at the 
London School of Economics at 5 p.m. on Thursday, July 7. After formal 
business, Professor Robbins will address the Society on “‘ The Teaching of 
Economics in Schools and Universities.” 





Tue Council of the Royal Economic Society has learned with some 
surprise that the sales both of The Works and Correspondence of David Ricardo 
and of “eremy Bentham’s Economic Writings on specially favourable terms to 
Fellows of the Society have represented a very small fraction of the sales on 
normal terms. Since there is some reason to think that an appreciable 
part of the sales has been to persons entitled to the special terms, and since 
the apparent reluctance of Fellows to take advantage of these terms seems 
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Cellophane Case and the New Competition: G. W. Srocxinc and W. F. MueE.ier. The 
Taxonomic Approach to the Study of Economic Policies: A.C. L. Day. The Impact of Labor 
Disputes upon Coal Consumption: C. L. Curistenson. Spatial and Locational Aspects of 
Metropolitan Labor Markets: W.Gotpner. Organizational Structure and Pricing Behavior in 
an Oligopolistic Market: R. M.Cyert and J.G. Marcu. More on the Multiplier Effects of 
a Balanced Budget: W. J. BAUMOL. 


The Annals of the American Academy of Political and Social Science 


Voi. 297, JANUARY 1955. Ethical Standards and Professional Conduct. 
Vor. 298, Marcu 1955. Contemporary Africa: Trends and Issues. 


The Quarterly Journal of Economics 


Vor. LXIX, No. 1, Fepruary 1955. Schumpeter’s History of Economic Analysis: L. C. 
Rossins. Full Employment and Constant Coefficients of Production: M. Fuxuoxa. Scale of 
Output and Internal Organization of the Firm: F. E. Bautperston. The Sterling Area’s 
Central Pooling System Re-examined: E. Zupnicx. Housing: Has There Been a Downward 
Shift in Consumers’ Preferences ?: LL. Winnick. A Behavioral Model of Rational Choice: H. A. 
Smon. The Kinked Oligopoly Curve Reconsidered: C. W. Erroymson. The Tableau 
Economique as a Simple Leontief Model: A. Pumurps. The Extent and Trends of Raiding 
among American Unions: J. KrisLov. 


The Journal of Political Economy 


Vor. LXIII, No. 1, Fepruary 1955. The Lull that Came to Stay: J. P. Lewis. Money, 
Prices, and Wages in the Confederacy, 1861-65: E. M. LERNER. Oligopoly Price Behavior and 
the Business Cycle: R. M. Cyvert. West German Monetary Policy, 1948-54: R. M. EMMeEr. 
The Position and Prospects of Sterling: C. P. KINDLEBERGER. 


The Review of Economics and Statistics 


Vor. XXXVII, No. 1, Fepruary 1955. Exchange Rate Adjustment and Relative Size of the 
Depreciating Bloc: G. H. Orcutt. Schumpeter’s History of Economic Analysis: O. H. 
Taytor. Investment Behavior and Business Cycles: R. A. Gorpon. The Matrix as a Tool 
in Macro-accounting: E. Fuerst. Economic Barometers and Economic Models: G. Cot. 
Age, Labor Force, and State Per Capita Incomes, 1930, 1940 and 1950: F. A. Hanna. The 
Influence of Pattern-Bargaining on Manufacturing Wages in the Cleveland, Ohio, Labor Market, 
1945-1950: M. O. Locks. Wage Differentials in the Cotton Textile Industry, 1933-1952: E. 
MansFIELD. Social Security Transfer Payments and Differences in State Per Capita Incomes, 
1929, 1930, and 1949: H. G. ScHALLER. 


Econometrica 


Vou. 23, No. 1, JanuARY 1955. The Relation of Consumption to Wealth and the Wage Rate: W. 
HamsBurGER. A Short Cut to Linear Programming: F. V. WauGH and G. L. Burrows. 
Bank Stocks and the Analysis of Covariance: D. DurAND. Production Planning Over Time and 
the Nature of the Expectation and Planning Horizon: F. Mopicuiani and F, E. Honn. A 
Modification of the Variate Difference Method: D. SARKAR and R. G. Lana. Bottleneck 
Problems, Functional Equations, and Dynamoc Programming: R. BELLMAN. Economic Implica- 
tions of Some Cotton Fertilizer Experiments: C. HitpRETH. 


The Southern Economic Journal 


Vor. XXI, No. 3, January 1955. The Structure of the American Capital Market: J. B. 
McFerrin. Schumpeter’s History of Economics: F.H. Knicut. Location Factors Influencing 
Recent Aluminium Expansion: J. V. Krutityta. An Analysis of State Income Tax Revenue: 
C.R. Lockyer and J. W. Martin. Development of the Banco Central in Argentina’s Economy : 
H.S. Dye. The “‘ Stabilization ’’ of Fringe Benefits Under the 1951-53 Wage Controls Program: 
G. G. ScHROEDER. 


Harvard Business Review 


Vox. 33, No. 1, JANUARY-FeBRUARY 1955. Thinking Ahead: Breakup of the Business Cycle: 
S.H. Sticuter. Skills of an Effective Administrator: R.L. Katz. The Engineer Goes into 
Management: W. B. GtvEN. What to Do about the Discount House: R. S. ALEXANDER and 
R. M. Hitt. Depreciation under the New Tax Law: R. Etsner. Economics of the Digital 
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Computer: R. F. Curppencer. Deferred Compensation for Executives: J. K. Lasser and 
V. H. Roruscuitp. Key Problem of Retail Store Selling: E. A. BuRNHAM. Sales to 
Farmers: a Glance into the Future: R. W. LoncstREET. How to Get the Most Out of Value 
Analysis: S. S. MILLER. 


The Journal of Economic History 


Vou. XIV, No. 4, 1954. The Tasks of Economic History, Published in Memory of Edwin F. 
Gay. Institutional and Cultural Factors in Economic History. You Can’t Win: E. C. Kirx.- 
LAND. Some Theoretical Aspects of Economic Development: R. E. Batpwin. Uncertainty and 
Economic Change: R. EasterBRoox. The Social Basis of the American System of Manufactur- 
ing: J. E. Sawyer. Enterpreneurship, Industrial Organization, and Economic Growth: A 
German Example: W.N. PARKER. Some Social and Cultural Influences on Economic Growth: 
the Case of the Maori: R.S. MERRILL. Some Economic Factors in the Political Development of 
the Gold Coast: D. E. ApTER. 


Social Research 


Vot. 21, No. 4, WinTER 1954. Congressional Investigating Committees: A JuNz. The Process 
of Balanced Economic Growth: L. M. Domincuez and H. Pirvin. Rule by Majority or by 
Principles: N. RorenstretcH. The Authority of the Past—Sickness and Society in Freud’s 
Thought: P. Rrerr. Recent Labor Political Action in Western Europe: D. J. Saposs. The 
Sociological Study of Sectarianism: P. L. BERGER. 


Journal of Farm Economics 


Vor. XXXVI, No. 5, DecemBer 1954. Proceedings Number. 

Vout. XXXVII, No. 1, Fesruary 1955. Linear Programming and Farm Management Analysis: 
J. N. Boxes. Problems of Order of Economic and Agricultural Policy: H. Nrewaus. The 
Impact of Urban-Industrial Development on Agriculture in the Tennessee Valley and the Southeast : 
V. W. Rurran. Resource Use and Productivity in World Agriculture: J. P. BHATTACHARJEE. 
Agricultural Development in Mexico: C. A. Moore. Aspects of Multiple-owner Integration in 
the Broiler Industry: R. L. Kounts and J. W. Witey. A Study of Farmers’ Reactions to 
Uncertain Price Expectations: J. A. Boan. Impact and Problems in Administration of Export 
Programs: J. S. Hitiman. 


The Journal of Accountancy 


Vor. 99, No. 2, Fepruary 1955. Operational Accounting and Operations Research: C. W. 
CHuRCHMAN and R. L. Acxorr. The Percentage Depletion Controversy: R. K. MACLEOD. 
What is an Accountant?: M. Eaton. Accelerated Amortization of Emergency Facilities in 
Financial Statements: J. H. Myers. Michigan’s New Tax: R. L. JoHNsoN. 

Vou. 99, No. 3, Marcu 1955. The Audit of Cash: L. F. Beckers. Tax-saving Opportunities 
in Deferred Compensation: R.S. Bocx. Keeping up with Economic Trends: J. E. Kane. Cost 
Analysis Procedures for Newspaper Publishers: W.J. PENNINGTON. The Cost Accountant in the 
Modern World: M.E. Petouset. Accounting as a Social Force: A. M. CANNON. 


Revue d’ Economie Politique 


Vot. 65, No. 1, JANUARY—FEBRUARY 1955. Remarques sur les rapports entre le droit et économie: 
G. Det Veccuio. Commentaire d’une controverse: D. Vittey. Quelques aspects de Vorganisa- 
tion des entreprises: H. PASDERMADJIAN. La convertibilité monétaire: illusion ou espérence?: 
L. Davin. La comptabilité support nécessaire de V économie théorique et pratique: J. NATAF. 


Revue Economique 


Vout. VI, No. 1, January 1955. De la dynamique des structures @ la dynamique des systémes: 
A. Marcuar. Evolution de l’agriculture frangaise depuis 1940: L. Gacuon. L’Union 
européenne de Paiements et la libération des échanges: M. += and O. Scutogsinc. Le 
multiplicateur a secteurs multiples et le circuit économique: J. R. BouDEVILLE. 


Journal de la Société de Statistique de Paris 


Von. 95, Nos. 10-11-12, Ocroper—DeEceMBER 1954. L’organisation du contréle statistique aux 
tats-Unis: R.HeEnNon. L’inflation statistique: C.PENGLAOv. Lassistance technique inter- 
nationale en matiére de statistique agricole: F. RosENFELD. Chronique des statistiques bancaires e 
des questions monétaires: P. CAUBOUE. 
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1955] 


Population 


Vor. 9, No. 4, OcroBER—DEcEMBER 1954. Enguéte nationale sur l’orientation et la sélection des 
enfants d’age scolaire: A. Grrarp. L’éducation surveillée et la reclassement des mineurs délin- 
quants: R. Corn. La population de I’Indonésie et le test des 40%: W.F. WerTHEmM. Le 
vieillissement des populations et Vallongement de la vie: A. Sauvy. Deux contributions a 
histoire des pratiques contraceptives: I—Saint Frangois de Sales et Thomas Sanches ; I]—Chaucer 
et Madame de Sévigné: L. TABAH and A. Sauvy. 


Bulletin de ’ Institut de Recherches Economiques et Sociales 


Vor. XXI, No. 1, Fesruary 1955. La rapport du capital au revenu: Il—Estimation et revenu: 
A. KERVYN DE LETTENHOVE. La théorie de la firme chez Marshall: P. CHEVALIER. Pleine 
utilisation des ressources et conservation des richesses naturelles: A. SAUWENS. 

Vor. XXI, No. 2, Marcu 1955. La conjoncture économique de la Belgique: M. WorrrRin. 


Revue de I’ Institut de Sociologie 


No. 3, 1954. Les origines de la pudeur: E. Wor. Pourquoi encadrer l’économie indigéne au 
Congo Belge?: J. Guiain. La réadaptation professionnelle: Réflexions sur une enquéte: 
G. pE Greer. La vie au foyer, objet des sciences sociales et objet de progrés social: L. 
GOLDSCHMIDT-CLERMONT. Contacts de cultures et problémes d’acculturation en Amérique du 
Sud: A. Dorstnranc-Smets. Les logers: J. Beckers and C. Duprez-REICHERT. 


Schmollers Fahrbuch 


Vor. 75, No. 1, 1955. Theorie der Wanderungen: R. HeERBELE. ur Problematik einer 
dynamischen Kapitaltheorie: A. ForstMANN. Macht und Zurechnung: Von der funktionellen 
zur institutionellen Verteilungstheorie: H. ALBERT. 


Wirtschaftsdienst (in German with English Air Mail Digest) 


Vor. 35, No. 1, January 1955. The Underdeveloped Areas: an International Task: C. 
KaprerRER. 1955: Will Defence Expenditure Affect the Trend of Trade? : W. HERRMANN. 
The East Bloc as an Economic Power: W. HitpEBranpt. Political and Economic Trends in 
South-east Asia: IN. SHAFFER. Budgetary Policies in Eastern Europe. The West German 
Worsted Industry: C. O. GEorct. 

Vor. 35, No. 2, Fepruary 1955. Industrial Development Projects as a Task for European 
Co-operation. The “‘ Western Hemisphere”: E. SAMHABER. The Development of Mechanical 
Engineering in Central Germany. The Electrification of the Soviet Union and Eastern Europe. 

Vor. 35, No. 3, Marcu 1955. Industrial Development Projects as a Task for European Co- 

eration: II. The Social Problems of the Creation of Ownership: L. BERGHANDLER. The 
reation of Ownership as a Medium of Social Readjustment: G. WEISSER. Statistics of the 
Creation of ye : F. SprmeGELHALTER. The Expansion of Refining Capacity in the 
West German Mineral Oil Industry: H. MORGENBESSER. 


Wirtschaft und Statistik 

Vor. 7, No. 1, January 1955. Stand und Probleme der Statistiken des Einkommens in der 
Bundesrepublik Deutschland. Die industrielle Produktion im Jahr 1954: H. A. REICHENBACH. 

Vor. 7, No. 2, FeEpruary 1955. Das Ausscheiden aus der Erwerbstatigkeit: K. HorstTMANN. 
Die Verflechtung der Sozialleistungen in der Bundesrepublik Deutschland und in West-Berlin: P. 
DENEFFE. 

Vor. 7, No. 3, Marcu 1955. Das Einkommenskonio fiir den Staat in den Volkswirtschaftlichen 
Gesamtrechnungen: H. Barters. Die Berechnung von durchlaufenden Reihen in der Baubericht- 
erstattung: D. Kunz and E. von Lucapov. 


Bayern in Zahlen 
Vor. 9, No. 1, January 1955. Einfluss von Berufsstellung und Beruf auf die Wahl des Ehe- 
partners: W. Mater. Der Bestand an Obstgehélzen in den Baumschulen in Bayern: J. EICHINGER. 
Der Produktionswert der bayerischen Industrie: G. Bucuert. Fremdenverkehr Bayerns im 
Sommerhalbjahr 1954: J. Lerner. Die Arbeitskimpfe seit 1948 in Bayern: J. SteBeER. Der 
gegenwartige Stand der Lehrerbildung in Bayern: H. LOHBAUER. 


Europa Achiv 


Vou. 10, No. 3, Fesruary 1955. Probleme einer Aenderung der Charta der Vereinten Nationen : 
Stellungnahme einer deutschen Studienkommission. 
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Vot. 10, No. 4, Fesruary 1955. Das Problem der Konvertibilitdt der europdischen Wahrungen: 
auf dem Wege zu einer internationalen Wirtschaftsordnung: H. MO er. Vorschlége zu 
Konvertibilitat: H. J. Ristrow. Rechtsfragen einer europdischen Wahrungsordnung: W. E. 
GENZER. 

Vor. 10, No. 5, Marcu 1955. Die Dokumente vom 5 Juni 1945 und die politische Einheit 
Deutschlands: K. ALTMEYER. 

Vor. 10, No. 6, Marcu 1955. Deutschland und die Weltbank: E. R. Buacx. Der Inter. 
nationale Wahrungsfords: Aufgaben und Funktionen: I. Rootu. Westeurofa und der Indus. 
trialisierungsprozess in den unterentwickelten Landern: R. H. Smiru. 


Monatsberichte des Osterreichischen Institutes fiir Wirtschaftsforschung 


Vo.. XXVII, No. 12, Decemper 1954. Osterreichs Wirtschaft an der Fahreswende 1954-55. 

VoL. XXVIII, No. 1, January 1955. Die Wirtschaftliche Lage in Osterreich. Zur Kon- 
vertibilitat. Die zweite Etappe der Einkommensteuersenkung. 

Vo... XXVIII, No. 2, Fesruary 1955. Der Kapazitétsreserven der dsterreichischen Industrie: 
Eine Sondererhebung des Konjunkturtestes. Die wirtschaftliche Lage in Osterreich, Gesamtschau der 
Gsterreichischen Wirtschaft im Jahre 1954. 


Schweizerische Zeitschrift fiir Volkswirtschaft und Statistik 


Vor. 91, No. 1, Marcu 1955. Humanisierung der Wirtschaft: H. RyFret. Nochmals 
Verkehrsgleichung und Quantitdtstheorie: HH. G. Brert. Ein Sonderfall autonomer Kredit- 
schépfung: F. Leurwiter. Das Steuerpotential der natiirlichen und juristischen Personen von 
Lenzburg als Beispiel einer schweizerischen Industriegemeinde: A. WiILLENERSCHMID. Die 
schweizerischen Kursdle: K. H. Voix. National Income and General Productivity in Terms of 
Energy: S. D. ZAGOROFF. 


Skandinaviska Banken Quarterly Review 


Vot. 36, No. 1, JANUARY 1955. The Return to a Flexible Credit Policy: P. JAcoBsson. Some 
Trends in Swedish Exports: H. Swepserc. Economic Policy and Economic Developments in 
Norway: E. PETERSEN. 


De Economist 


Vot. 102, No. 1, JANUARY 1955. De empirische betekenis van de theorie van het consumentengedrag : 
L. M. Koyckx. Vrije wisselkoersen en internationale voortplanting van de conjunctuur: F. De 
Roos. LEconomische en sociale kroniek: W. J. VAN DE WOESTIJNE. 

Vot. 102, No. 2, Fepruary 1955. De budgetvergelijking als verbindingsschakel tussen micro- en 
macro-economie: J. G. Koopmans. Theoretische benaderingswijzen van de economische politiek: 

Pen. Het economische aspect der politiek: F. Hartoc. LEconomische en sociale kroniek: 
W. J. VAN DE WogstIjNE. Jndonesische kroniek: C. F. SCHEFFER. 

Vo. 102, No. 3, Marcu 1955. Monetair evenwicht ineen dynamische volkshuishouding: C. 
GorpHaRT. Enige aspekte van die Suid-Afrikaanse betalingsbalans en die pyrs van goud: 
D. J. J. Borua. 


Giornale Degli Economisti e Annali di Economia 


Vot. XIII, No. 9-10, SepremMBER—OcToBER 1954. Conversazioni bibliografiche: Gustavo Del 
Vecchio. Quantita di moneta ed interesse in talune recenti concezioni macroeconomiche: A. 
Gamsino. Evoluzione della legge di domanda di due beni di cui uno strumentale dell’altro: 
I. Cutoto. Problemi economici dei controllo degli affitti: G. Fua. 

Vo. XIII, No. 11-12, Novemper—DecemBER 1954. Diritto ed economia nella crisi dell’ Occi- 
dente: C. E. Ferri. Note in margine ad un nuovo libro di finanza: A. Scotto. Le equazioni 
della dinamica economica nel caso di due mercati parzialmente comunicati tra loro: G. SENSINI. 
Relazioni esistenti tra consumi e prezzi dei gas naturali negli Stati Uniti: G. VERzi. 


Economia Internazionale 
Vot. VIII, No. 1, Fepruary 1955. Some Aspects of Convertibility: G. HABERLER. Con- 
vertibility Problems: R. Harrop. Problems of the Return to Convertibility: P. JACOBSSON. 
International Economic Integration and Prosperity: A. Maur. Misery and Bliss: a Comparison 
7 . Effect of Certain Forms of Saving Behaviour on the Standard of Living of a Growing Community: 
. R. N. Stone. 
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Rivista Italiana di Economia Demografia e Statistica 


Vor. VIII, No. 1-2, 1954. L’andamento della mortalita in prossimita della “‘ eta estrema’ 
B. DE Finertt. Su alcune applicazioni dei metodi di eliminazione nelle ricerche sperimentali : G. 
PompiLj. Bertillon e Gumplowicz: considerazioni sociologiche sulle diminuzioni delle nascite in 
Francia: F. SAvoRGNAN. Uteriori considerazioni a proposito delle fluttuazioni stagionali delle 
nascite: P. BANDETTINI. Di alcuni criteri metodologici per la ripartizione del reddito nazionale 
fra le regioni d’Italia: G. Cusimano. 


Critica Economica 


No. 1, FepruARY 1955. Energia nucleare: un nuovo potente mezzo per lo sviluppo dell’ economia : 
F. VAsETTI. Questioni della cooperazione economica europea: G. Recs. I ritmi di incremento 
della produzione dei beni strumentali e dei beni di consumo nell’economia socialistica: B. Mtnc. 


Review of the Economic Conditions in Italy (Banco di Roma) 


Vor. IX, No. 1, January 1955. Development and Trends of Italian Trade: H. E. Mario 
MarTINELLI. Indices of the Cost of Living in Italy: D. M1ant CALABRESE. 


Banca Nazionale del Lavoro Quarterly Review 


No. 31, DEceMBER 1954. The Case Ps r og sa” * Rates: F. A. Lutz. The French 
Deposit Banks and the Banques d’Affaires: J. S. G. Witson. The Monetary Problems of a 
Dependent Economy: The Australian a. 1948-52: D. Rowan. Money Supply and 
Interest Rate in Recent Macro-Economic Conceptions: a Comment: E,. SCHNEIDER; a Rejoinder: 
A. GamBino. The Future of Italian Natural Gas and Oil: J. CAIRNCROss. 


Italian Affairs 


Vo. IV, No. 1, January 1955. Italy and Eritrea. Italy and the Industry of Trieste. Italo- 
Yugoslav Trade. The Institute for the Reconstruction of Industry. Education and the Defense of 
Italy’s Artistic: Heritage. The Press, Entertainment and Sports. The Birth-rate of Illegitimate 
Children. The Hat Industry. The Sewing Machine Industry. Musical Instruments. The 
Motorcycle Industry. 


L’ Industria 


No. 4, 1954. Rapporti fra fattori produttivi nell’economia italiana: P. N. RosENsTEIN-RODAN. 
Sperimentazione e calcolo su vasta scala in economia: O. MORGENSTERN. Sulla teoria della 
politica economia: J. TINBERGEN. 


Moneda y Credito 


No. 49, June 1954. El Consejo de Europa: W. Horsratt Carter. Un banquero de Felipe II 
en Medina del Campo: R. Caranve. La relacidn del crecimiento econdmico con las fluctuaciones 
ciclias: N. Kaupor. 

No. 50, SEPTEMBER 1954. Crénica de la Septima Escula Internacional Bancaria de Verano. La 
convertibilidad: Stir D. Ropertson. Las relaciones entre la politica econdémica y la balanza de 
pagos: O. Verr. La ortodoxia monetaria y la recuperacién de Gran Bretana: W. Kinc. 

No. 51, DeceMBER 1954. El ahorro voluntario y los bancos: L. Ouvartaca. La regulacién de 
la banca espatiola: L. SAEZ DE IBARRA. El sistema bancario espaol: E. Riprugjo. El 
mercado de capitales en Espattia: A. MORENO. 


Revista de Economia 


Vot. VII, No. 3, SEPTEMBER 1954. Alguns aspectos dos censos da populagdo portuguesa: J. J. 

Pars Moraes. 
El Trimestre Economico 

Vor. XXI, No. 3, Juty-SEPTEMBER 1954. La teoria del desarrollo en la evolucién de la ciencia 
econdmica: C. Furtapo. El modelo de una economia en expansién: JOAN Rosinson. La 
agricultura y el desarrollo econémico en Colombia: A. Garcia. Reforma agraria y desarrollo 
econdmico en el Ecuador: J. C. CARDENAS. 

VoL. XXI, No. 4, Ocroper—DecemBer 1954. El problema del financiamiento del desarrollo 
econémico: M. KALECKI. Aspectos demogrdficos del desarrollo econémico: F. Pazos. La teorta 
cldsica, la teorta keynesiana »y la teorta general del interés: M.S. W1oNCZEK. 


Economic Bulletin of the National Bank of Egypt 


Vor. VII, No. 4, 1954. Egypt’s Balance of Payments, January-June 1954. The Egyptian State 
Railways. A Quantum Index of Agricultural Production. National Production Council. 
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Statisztikai Szemle (Hungarian text) 


DecemBeER 1954. The Position of Pigbreeding: 1. MOLNAR and I. Oros. Some Shortcomings 
in Industrial Organization and Their Effects on the Supply to the Population of Prime Necessities: 
I. Feny6, J. Garam and F. Zara. Variation in Finished Output in the Plans of the Ministry 
of Light Industry: S.Ftrép. On Accounting the Value of Production in Statistics and Bookkeeping: 
G. GOmOrr. Questions of the Quality of Coal: D. Nacy. Utilization of Working Time by 
Sales Staff in Retail Trade: M. Csorsa. 

January 1955. The Evolution of the Population and its Social and Cultural Situation in the Decade 
Since Liberation. On the Repair of Dwellings: G. LAz. Variations in the Death Rate from 
Cancer: A. KuincER. The Situation of the Building Industry As Shown by the Survey of Work 
in Progress in the Hajdi—Bihar Region: L. Zouttan. The Statistical Measuration of Fluctuations 
in Industrial Production: Z. CZENDES. 

Fesruary 1955. For the Further Creative Development of Statistical Science. Statistical Survey 
of the Crop Results in Agricultural Co-operatives in the Szolnok Region: G. PARNICZKY. On 
Agricultural Construction: 1. BEREND and A. Nrxiat. On the Rights of Directors of Industrial 
Enterprises: M.Somocy1. Crop Forecasts on the Basis of Meteorological Factors: L. Pinter. 


Voprosy Ekonomiki (Russian text) 


No. 12, 1954. 7. V. Stalin—the Great Continuer of Lenin’s Work: A. SazAnov. Some Problems 
in Constructing the National Economic Balance: P. Moskxvin. On Fixing Standard Production 
Stocks of Metal in Engineering Enterprises: N. Lisrrstan. Ways of Developing Livestock 
Breeding in State Farms: M.Nesmy. The Mongolian People’s Successes on the Road to Socialism: 
A. Yaxmmov. The Situation of the Working Class in West Germany: Yu. Kucuusry, 
First Results of the Virgin Land Campaign: V. Ovcnintkova. Summary of the Scientific 
Meeting on Statistics. 

No. 1, 1955. The All-nation Task for the Further Upsurge of Husbandry and Stock-breeding. 
Against a Revision of the Marxist-Leninist Theory of Accumulation. The Economic Situation of 
Russia on the Eve of the 1905-07 Revolution: A. ALEKsEEV. The Cyclical System—the Method 
of Raising Labour Productivity in the Coal Industry: M. BAGASHER. The Discovery of Internal 
Reserves by Statistical Methods: M. ErmetmMan. Successes in Restoring the Chinese Economy 
and the Beginning of the Achievement of the First Five-year Plan: D1 Cuao-Bat. The Progress 
of Economic Co-operation Between Countries of the Socialist Camp and Under-developed Countries: 
A. CuistyAkov. Characteristics of the Cyclical Development of the U.S. Economy Since the 
Second World War: A. Manukyan. Exploitation of Plantation Labour in Colonial and De- 
pendent Countries: M. Kort. An Eminent Revolutionary Democrat, Mikael Nalbandyan: 
G. Axopyan. Economic Construction in the National Areas of China. The Struggle of the 
— Monopolies to Capture the Sources of Atomic Materials in the Capitalist World: 
A. SANTALOV. 


Planowoe Khozyaistvo (Russian text) 


No. 6, 1954. The Great Continuer of Lenin’s Work. Grain—the Foundation of all Agricultural 
Production: B. SAvELEV. Reserves for Increasing Labour Productivity in Engineering: M. 
DEMCHENKO. Cost Accounting in Building: M. Dyacuxov. For a Further Improvement in 
Railway Operation: A. Gatitsky. Ways to Improve the Accounting System and to Liquidate 
Delays in Payment in the National Economy: P. Mrrropotsxy. China on the Road to Socialist 
Industrialization: G. AstarEv. Planning Finance: A. Ducinov. 

No. 1, 1955. For Early Fulfilment of the Fifth Five-year Plan. Problems of Economies and 
Planning in Building: 1. Oparin. Reserves for Economizing Materials in the National Economy: 
M. GorsHuNnov. Co-operation—a Major Reserve for the Further Rise of Engineering: I. 
Maxsimov. Scope for the Development of the Cellulose and Paper Industry: Ku. DzHALILov. 
The New Standards and Regulations in Building and their Significance: VV. BuRGMAN. The 
a Socialist Transformation of Chinese Agriculture: N. Nr«rrin. Planning Retail Trade: 

. Moskvin. 


Vestnik Statistiki (Russian text) 


No. 5, 1954. For a Further Creative Development of Statistical Science. Problems of the Measure- 
ment of National Wealth: S. Srrumiyin. The Industrial Development of China: G. ASTAFEV. 
Summary of the Scientific Meeting on Statistics. 

No. 6, 1954. Towards New Victories in Building a Communist Society. On the Planned Balance 
4 the National Income in the U.S.S.R.: M. Bor. On Methods of Evaluating the Height and 

trength of Yield of Agricultural Crops: I. PaskHAVER. Problems of Analysing the Dynamics 
of Averages of Arithmetical Magnitudes: B. PerROKANSKY. Successes of Economic Construction 
in yy oy How to Define “ Semi-manufactures ”’ as a Statistical Concept: N. LyuBmmov 
and A. Petrov. 
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Finansy S.S.S.R. (Russian text) 


No. 12, 1954. Improve Control by the Rouble for the Economy: A. Zverev. In Every Way 
Perfect the State Organization: K. Prornixov. The Cost of Production of Agricultural Output 
Delivered as Payment in Kind to Machine-tractor Stations: B. GinsBuRG. Achievements and 
Shortcomings of the Financial Organs in Kostroma Oblast: I. EmetyAnov. Raise the Level of 
Economic Work: S. EREMENKO. On the Control of the Odessa Municipal Bank over Building: 
I. Nrxrrorov. For a Further Development of Private Insurance: 1. DRozpKov. The United 
States Budget for 1954/55: A. Buin. 

No. 1, 1955. Tasks of the Financial System in 1955. The Réle of the Financial System in the 
Establishment of the Law of Socialist Accumulation: V. Prerestecin. The Budget of the 
Turkman Republic in the Service of the National Economy and Culture: K. Nixrrin. The 
Analysis of Town Accounts—an Important Tool of Control: P. Morozov. Internal Reserves in 
Engineering: S. Ryumin. For Higher Quality Work: A. TixuHane. In Competition with the 
Financial Organs of Moscow: G. BAratov. For a Higher Level of Agricultural Tax Collection 
in 1955: D. Burmistrov. The Analysis of Labour Productivity on the Basis of Enterprises’ 
Reports: I. SHOLOMOVICH. 


Dengi i Kredit (Russian text) 

No. 5, 1954. Assist in a New Upsurge of the Socialist Economy. Financial and Credit Operations 
in Enterprises—New Tasks: A. Birman. Ensure the All-round Fulfilment of the Cash Plan: 
I. Matveev. The Positive Influence of the State Bank on the Bad Work of Enterprises: A. 
Rocuuin. Work at the Planned Standard: 1. Kopytov. The Réle of the Money and Credit 


System in Building Socialism in Czechoslovakia. The Functions of Gold as a Measure of Value 
in the Period of Imperialism: A. EDELNANT. 


Planované Hospodatstvi (Czech text) 


No. 12, 1954. For a Better Organization of Fuel Utilization K. Matovus. Problems in the 
Further Intensification and Specialization of Livestock Breeding in the U.S.S.R.: L. ZALTSMAN. 
Summary of the Discussion on the Economic Effectiveness of Investment in Soviet Industry. The 
Use of Statistical Data on Population and Population Movement in Regional Planning: R. 
RycHARIK. Experience in Introducing Internal Cost-accounting in the Lenin Factory at Pilsen: 
J. Pospisiz. Experience of the Rayon Plan in Agricultural Planning: M. Krurxin. Planning 
the Material Technical Base of the National Economy of the U.S.S.R.: L. MATEJKA. 

No. 1, 1955. Urgent Problems of the Czechoslovak Building Industry: P. Stanu. Certain 
Questions of Extending Accumulation in Individual Agricultural Co-operatives: J. MATOUSKOVA. 
On Decentralizing the Planning of Agriculture in the 1955 Plan: J. KoRatxa. The Rise in the 
Material Prosperity of the Workers in the European Popular Democracies: E. YAKOVLEV. 
Planning Overhead Costs in Production: B. Kuicxa. Results of a Study of Manpower Needs in an 
Agricultural Co-operative: J. SAX. 


Gospodarka Planowa (Polish text) 


No. 1, 1955. Some Problems of the General Proportions of the Five-year Plan: Cz. PRAwopzic. 
For Full Attainment of the Production Costs Plan in 1955: Z. Aucustowsxkt. For Improving 
the Elaboration of Technical-Economic Plans: S. Hatr. Industrial Production for Agriculture 
and Supplies to the Countryside: W. Szuite. The Granting of Credits—One of the Ways of 
Linking the Small-scale Sectors with the Socialist Economy: T. Wyszomirskt. Advance Orders: 
K. Swistun. Decentralizing the Distribution of the Volume of Goods: M. SKRZMOWSKI. 


Planova Stopanstvo (Bulgarian text) 


No. 5, 1954. The Development of Our Economy in Ten Years of Popular Democracy. Our 
Agriculture and the Second Five-year Plan: A. Tsanev. For an Increase in Industrial Crop 
Production: S. Nesnev. For a Full Utilization of Reserves for Lowering Costs of Production in 
Industry: G. SHopov. The Progress of Socialist Trade in the Second Five-year Plan: B 
Varon and I. Viwenov. The Construction of Dwellings and Other Social Capital in the 
Second Five-year Plan: 1. Krustev. Planning Agreements for Tractor Work and Field Brigades: 
T. CHERNOKOLEV and N. Gayparov. The Work of the Planning Departments of Local 
Councils’ Executive Committees: M. EnEv. 

No. 6, 1954. The Development of Our Industry in the Second Five-year Plan: N.S. Nrkowov. 
For a Further Upsurge in the Electrification of the Country: K. Popov. Water Transport in the 
Second Five-year Plan: Ku. Manoiov and B. Barv. Some Problems in the Hard Coal 
Balance: I. VRANCHEV. The Overcoming of Seasonal Variations in Industry and Transport: 
P. SHAPKAREV. For a Continuous Rise in Industrial Labour Productivity: N. Toporov. 
Planning Agreements for Tractor Work and Field Brigades : T. CHERNOKOLEV and N. GaypDorov. 
On the System of Index-number Norms in the Economic Plan: B. GiuskeR and P. Krytov. 
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No. 1, 1955. For a New Upsurge of the National Economy. Mechanization and Its Effect on 
Building: A. Betcuev. For a Further Improvement of the Variety and High Quality of Pro. 
duction in the Light and Food Industries: 1. Nepev. The Economic Effects of the Stalin Hydro. 
electric Plant: V.Uzunov. The Scientific Basis of Economic Planning: G. Soroxin. Ep. 
nomic Agreements and Plan Fulfilment: T. Kricuev. The Importance of Inventions and 
Rationalization Proposals in Plan Fulfilment: P. Penev. JIndustrialization in the U.S.S.R—q 
Great Example for the Industrialization of the Popular Democracies: S. KHARALAMBOV. 


Izvestia na Vishia Finansovo-Stopanski Institut (Bulgarian text) 


Vo. VII, No. 3. Speech on the Tenth Anniversary of the Establishment of People’s Power: 
V. CuHEeRvENKOV. The Uninterrupted Rise of the Material Prosperity and the Cultural Level 
of the Life of the People Towards Socialism: S. Latev. The Development of Livestock in the 
Co-operative Sector and Its Planning: P. Mastixov. Turnover Costs in the Light of Commercial 
Calculations: V. Ranxov. A Needed Improvement in Planning State Farms by Accounting 
their Credit Finance: L. RALCHEV. 


Probleme Economice (Rumanian text) 


No. 11, 1954. The All-union Agricultural Exhibition in Moscow—A High School of Soviet 
Experience: C. Gricore. The Rise in Labour Productivity in the U.S.S.R.: D. Jorra. A 
Current Problem in the Technical-material Supply of Metallurgical and Engineering Enterpriser: 
H. Srerian. On the Territorial Distribution of Agricultural Production: V. Pagcovscu. 
The German Democratic Republic—An Expression of the German People’s Desire for Peace and 
Unity: S. GALER1u. On the Réle of Productive Relations in the Pre-socialist Order: P. Dan. 
On the Methods of Calculating Labour Productivity in Industry: S. Ostas. The Functions of the 
State Bank in Control by the Leu: C. BAzNo. 


Ekonomist (Serb text) 


No. 5-6, 1954. Symposium on the Teaching of Economics in Yugoslavia: Contributions by 
R. Biéanié, K. Vasiryevié, S. ZARKovIG, S. Krasovec, D. Lopanpic, M. Macura and 
J. Poxorn. The System of Income Distribution: M. FrxoviG and S. Popovic. The 
Choice of Investments and Planning Under Capitalism: A. Sauvy. The First Serb Revolution 
and the Agrarian Problem: C. KostiG. The Movement of Exchange Rates Under the New 
Exchange Control System: D. Dimrrrijevic. Problems of Multilateralism in World Trade and 
the Revision of GATT: M. Rustic. The World Economic Situation as Seen by the Bank for 
International Settlements at Basle: T. Markovic. The Chief Causes of West German Expansion- 
ism: V.Gut8ié. Italian Foreign Trade, 1948 to 1953: M. Stevovié. 


NEW BOOKS 


British 


AarRonoviTcH (S.). Monopoly. A study of British monopoly capitalism. London: 
Lawrence & Wishart, 1955. 74”. Pp. 191. 9s. 6d. 


[This is a work of standard Marxist-Leninist polemic. The analytical level is not impressive, 
and the handling of statistics is undiscriminating in the extreme. It is not therefore likely to have 
a wide — outside the ranks of the faithful. At the same time it is not altogether lacking in 
merit. e author is well read, and some of his points are cogently put: for example, his rejection 
of the thesis that the “‘ separation of ownership from control ” has involved a revolutionary change 
in the seat of industrial power, and his contention that the increase in the economic activities and 
power of the government has meant in large measure an increased participation of business leaders 
in government rather than a diminution of the power of business. It is easy to scoff at Mr. 
Aaronovitch’s lurid picture of the scheming monopolists in their secret councils; but less easy to 
deny that in a world of oligopolies, where there are strong personal links between business leaders 
in different industries and between them and politicians, the impersonal forces of the kind which 
economists are best equipped to analyse become of less importance in the shaping of economic 
events, and more comes to hang on conscious personal or political decisions. Readers who have 
no sympathy with Mr. Aaronovitch’s dogmatic premises and who are not attracted by his picture 
ri a British People’s Democracy may none the less find food for thought in some of the facts which 

€ presents. ] 
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ABEL-SMITH (B.) and TownseEnp (P.). New Pensions for the Old. Fabian Research 
Series, No. 171. London: Fabian Publications, 1955. 84”. Pp. 27. 1s. 6d. 


[A large part of this stimulating pamphlet is concerned with occupational pensions, that is to 
say, pensions paid by employers whether with or without prior contributions by the worker. The 
authors give some estimates to suggest that in twenty-five years time the amount paid out under such 
schemes may exceed the total of retirement pensions paid under the National Insurance Act. 
Occupational pensions are, they argue, a matter of public concern for a number of reasons. In the 
first place, they enjoy tax concessions estimated to cost about £100 million a year (twice the amount 

id to the elderly in National Assistance). In the second place, they diminish the mobility of 
ew. Finally, occupational pensions have been made a basic part of the provision for old age 
by the rejection of Beveridge’s subsistence principle—a rejection that has been implicit in the rates 
of retirement pension actually paid and that has now been made explicit by the Phillips Committee. 
The net result of our present arrangements for old age is to make the inequality of income sub- 
stantially greater for the elderly than for those of working age. This defect would not be avoided 
even if the subsistence principle were restored. The authors accordingly favour a more radical 
change. They suggest a compulsory state scheme under which both benefits and contributions 
should vary (though not necessarily in exactly the same way) according to income during working life, 
subject to certain minima and maxima—a national superannuation scheme, as they put it, in place 
of national insurance. The least convincing part of the authors’ interesting and eloquently stated 
argument is perhaps their rejection of the doctrine that provision for benefits above the subsistence 
level should be made voluntarily through private channels. Apart from anomalies in the pattern 
of tax concessions, which in principle could presumably be removed, their chief objections to this 
appear to be on administrative grounds and because of the power conferred on private insurance 
companies by the volume of funds in their hands.] 


AsHton (T. S.). An Economic History of England. The Eighteenth Century. 
London: Methuen, 1955. 84”. Pp. 257. 18s. 


[To be reviewed. ] 


BANK OF CEYLon. Annual Report 1953-1954. Colombo: Bank of Ceylon, 1954. 10”. 
Pp. 15, and charts. 

[This contains a brief survey of developments in the Ceylon economy during the year ended 
September 1954, a year that witnessed a striking improvement in the country’s balance-of-payments 
position. ‘The report is embellished by a number of well-designed charts.] 


Bart.ett (M.S.). An Introduction to Stochastic Processes, with special reference to 
methods and applications. London: Cambridge University Press, 1955. 84’. Pp. 
xit+ 312. 35s. 


[To be reviewed. ] 


BavER (P.T.). West African Trade. Astudy of competition, oligopoly and monopoly in 
achanging economy. London: Cambridge University Press, 1954. 94”. Pp. xv + 450. 
55s. 


[To be reviewed.] 


BersHaw (C. S.). Changing Melanesia. Social economics of culture contact. 
Wellington and London: Oxford University Press, 1954. 9”. Pp. ix+ 197. 17s. 6d. 


[To be reviewed.] 


Bircu (A. H.). Federalism, Finance and Social Legislation in Canada, Australia, and 
the United States. London: Oxford University Press, 1955. 9”. Pp. xi+ 314. 35s. 


[To be reviewed.] 


British Trade Unionism. Five Studies by P.E.P. A new and revised edition. 
P99. Political and Economic Planning (16 Queen Anne’s Gate, S.W.1.), 1955. 9”. 
. 199. 16s. 


[The first edition of this appeared in 1948 and was reviewed by J. B. Jefferys in the Economic 
JourNat of June 1949, p. 233. The present issue is not altered in general structure and scope, but 
the text has been thoroughly revised to take account of changing conditions. ] 


CenTRAL BANK oF CEYLON. Report on the Sample Survey of Ceylon’s Consumer 
Finances conducted in May 1953. Colombo: Department of Economic Research, 
Central Bank of Ceylon, 1954. 94”. Pp. 34, and appendices. 3s. 6d. 


[This is a valuable addition to the growing literature on economic conditions in backward 
countries derived from sample surveys. It is based on a stratified sample of all consuming units 
in Ceylon. The chief topics inquired into were income and expenditure, with less detailed treat- 
ment of occupations, employment, housing, education and a number of other particulars.] 
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Copeman (G.H.). Leaders of British Industry. A study of the careers of more than a 
thousand public company directors. London: Gee & Co., 1955. 9”. Pp. 173. 15s, 


[To be reviewed.] 


FEDERATION OF BritisH InpustriEs. United Nations Technical Assistance. Reports on 
visits to the Technical Assistance Administration of the United Nations in New York, in 
September 1954, and to the Food and Agriculture Organisation in Rome, in October 1954, 
London: Federation of British Industries, 1955. 84’. Pp. 38. 2s. 9d. 


[This report describes in outline the functions of the Food and Agriculture Organisation and 
the Technical Assistance Administration. The authors then go on to discuss br‘efly in the light of 
the experience so far gained some of the general problems about the form in which technical 
assistance can most usefully be given.] 


Forp (P. and G.). A Guide to Parliamentary Papers. What they are: how to find 
them: how to use them. Oxford: Basil Blackwell, 1955. 94”. Pp. 79. 7s. 6d. 


[This is a valuable addition to the series of works on Parliamentary Papers that have been 
undertaken by Professor and Mrs. Ford. Its chief use will be to research students and others 
embarking for the first time on the study of Parliamentary Papers, but more experienced users of 
them are likely also to learn much that is new to them. The authors have some cogent remarks 
to make about the confusion that results from the present division between Command Papers and 
Non-Parliamentary Departmental and other papers, and this is not the only respect in which they 
think that present seiilications policy compares unfavourably with that of the nineteenth century. 
Ina hense edition the authors might perhaps consider adding a list of those libraries in the British 
Isles in which full sets of the various classes of papers may be found.] 


FRANKEL (H.). Controls and Subsidies on Agricultural Products and Requisites. 
Supplements to the Farm Economist. Vol. VII, No. 4, Pigs and Bacon, 1939-53, Eggs, 
1939-53. Vol. VII, No. 5, Meat and Livestock, 1939-53, Hill-sheep and Hill-cattle 
Subsidies, 1939-53. Vol. VII, No. 6, Wheat, Flour and Bread, 1939-53. Vol. VII, No. 7, 
Sugar-beet and Sugar, 1939-53. Vol. VII, No. 8, Potatoes, 1939-54. Oxford: Uni- 
versity of Oxford Institute for Research in Agricultural Economics, 1954. 84’. Pp. 51, 
57, 57, 46 and 76. 2s. each. 


[To be reviewed.] 


FRANKLIN (N. N.). Economics in South Africa. 2nd edition. Cape Town and 
London: Oxford University Press, 1955. 73”. Pp. 247. 21s. 


[This is a revision of a book first published in 1948. It is intended as an introductory survey 
of the economic problems of South Africa for students and the general reader. The first edition 
contained also a fair amount of straightforward elementary theory, and some of this has now been 
ssn - make room for a fuller treatment of South Africa’s external position and other new 
material. 


Fussett (G. E. and K. R.). The English Countryman, his life and work, 1500-1900. 
London: Melrose, 1955. 94”. Pp. xi+ 172. 30s. 


[This is a history of the way of life of farmers and farm labourers rather than a history of farming. 
The emphasis is rather more on the farmers than on the labourers. The authors have used their 
wealth of knowledge to produce an entertaining work, written in leisurely and discursive style. The 
many illustrations add notably to the reader’s pleasure and help to give a vivid impression of aspects 
of rural life that are thinly treated in the standard histories. The English Countryman is not an 
academic work, and the authors have not chosen to burden their pages with statistics or with 
assessment of evidence on debated questions.] 


Harvey (N.). The Farming Kingdom. London: Turnstile Press, 1955. 8’. Pp. 
xi + 178. 15s. 


[Reviewed in this issue.] 


Hunt (K. E.). The State of British Agriculture, 1953-4. Oxford: University of 
Oxford Institute for Research in Agricultural Economics, 1954. 13”. Pp. 120. 10s. 


[This is a useful and rather unusual piece of work. It consists of nearly a hundred charts 
indicating the behaviour of a wide variety of statistics relating or relevant to British agriculture, 
carried back in most cases to before the war and in some cases to considerably earlier. There is no 
continuous text, but each page of charts is accompanied by a page or so of commentary. This 
commentary calls attention to the chief trends emerging from the figures and discusses briefly the 
causes and significance of these trends, providing at the same time particular items of supplementary 
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information relevant to the oon pattern. The chief purpose of the compilation is stated to be 
to assist farmers and their advisers by providing them with background information against which 
they may view their own economic problems. These problems, Mr. Hunt suggests, are likely to 
become more complex and difficult as government price guarantees become less detailed and ab- 
solute. Academic and other students of the industry are, however, likely also to find it a most 
useful source of information.] 


The Irish Pound 1797-1826. A reprint of the Report of the Committee of 1804 of the 
British House of Commons on the Condition of the Irish Currency, with selections from the 
minutes of evidence presented to the Committee and an introduction by F. W. FETrer. 
London: Allen & Unwin, 1955. 9”. Pp. 136. 16s. 


[To be reviewed.] 


Lez (W. A.). Thirty Years in Coal, 1917--1947. A review of the coal mining industry 
under private enterprise. London: The Mining Association of Great Britain, 1954. 9”. 
Pp. 258. 16s. 

[To be reviewed.] 


Lewis (J. SPEDAN). Fairer Shares. A possible advance in civilization and perhaps the 
only alternative to Communism. London: Staples, 1954. 83”. Pp. 244. 8s. 6d. 


[Mr. Lewis here describes the type of producer co-operation exemplified by the John Lewis 
Partnership. He deals with the general principles on which it is based and with some of the ways 
of applying these principles that have been evolved in the light of the Partnership’s forty years’ 
experience. Mr. Lewis’ book does not exactly dispel the charge commonly made that the John 
Lewis Partnership is more a benevolent despotism than the “ constitutional monarchy ” to which 
he likes to compare it. But anyone seeking to find fault on this score will be disarmed by Mr. 
Lewis’ very candid admission that “‘ producer co-operation at the stage that it has reached so far 
in the John Lewis Partnership, could reasonably said to be hardly more than an attempt to 
secure that the managers of such organisations, while having to a very great extent the responsibilities 
and therefore the powers of ordinary employers, will always use those powers as they might be 
used by an ordinary employer of the best kind ” (p. 10).] 


Locxwoop (W. W.). The Economic Development of Japan. Growth and structural 
change, 1868-1938. London: Oxford University Press, 1955. 94”. Pp. vii + 603. 
63s. 


[To be reviewed.] 


Macrae (N.). The London Capital Market. Its structure, strains and management. 
London: Staples, 1955. 9”. Pp. 285. 25s. 


[To be reviewed.] 


The Middle East. A survey and directory of the countries of the Middle East. Fourth 
edition. London: Europa Publications, 1955. 10”. Pp. vii +425. 60s. 


[The present edition of this well-known reference book has been revised to take account of the 
many important changes that have occurred in Middle Eastern countries in the last two years. 
A general outline of the geography of the region and a general bibliography are followed by a 
country-by-country survey, giving information on history, political and legal structure, economic 
Neer er Ey the Press, etc. A Who’s Who of leading personalities in the Middle East is also 
included.] 


De Neuman (A. M.). Industrial Development in Indonesia. Cambridge: Students’ 
Bookshops, 1955. 84”. Pp. 40. 4s. 6d. 


[Dr. de Neuman here outlines the development of the Indonesian economy since the beginning 

of the nineteenth century and analyses its problems at the present time. Both the narrative an 

the analysis contain much that is of interest, although the large mass of information given might 

perhaps have been made easier for the reader to digest by the inclusion of a few summary statistical 

tables. A theme which the author emphasises at several points is the important part that has been 

ow by political events and political decisions in shaping Indonesia’s economic development, 
‘om the time of Sir Stamford Raffles onwards.] 


Ricumonp (A. H.). The Colour Problem. A study of racial relations. Harmonds- 
worth: Penguin Books, 1955. 7”. Pp. 371. 3s. 6d. 


[The author describes the origins and nature of the colour-bar and the present state of relations 
between negroes and whites in South Africa, British Colonial Africa, the West Indies and in Great 
Britain itself. Problems of racial relations in other parts of the world are not specifically discussed, 
but the conclusions put forward are of general applicability. Mr. Richmond takes his stand on 
principles of uncompromising liberalism] 
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RoBERTSON (Sir Dennis). Wages. The Stamp Memorial Lecture 1954. London: 
The Athlone Press, University of London, 1954. 84’. Pp. 20. 2s. 6d. 


[Sir Dennis’ central theme in this lecture is that there is a sense in which it is possible for the 
general level of wages to be too high, even disregarding the danger of wage-induced inflation and 
the relation between the level of wages and the balance of payments. A high share of the national 
income going to labour will lead to correspondingly lower rates of reward being paid to the other 
factors of production. This will cause the supply of these factors (capital and enterprise are those 
which Sir Dennis has chiefly in mind) to be too low, and it will presumably also make the demand 
for them too high (though he does not stress this aspect so much). Sir Dennis admits that the old. 
fashioned concept of a “* proper ”’ level of wages is open to theoretical objections as well as being 
difficult to apply in practice, but he does not regard these objections as fatal, though he does not 
deny the force of some of them. The concluding sections of the lecture deal with the problems of 
wage fixing in a particular industry against the background of the foregoing discussion of the level 
of wages in general. The lecture has all its author’s characteristic wit and subtlety and persuasive. 
ness, even though his desire to avoid technicalities obliges him to leave some of the trickier parts of 
the argument in rather an undecided state. In the present revised edition the opportunity has been 
taken to correct one or two statistical slips present in the original version. ] 


Roti (E.). A History of Economic Thought. Revised and enlarged edition. 
London: Faber & Faber, 1954. 9”. Pp. 540. 30s. 


[The author has undertaken a complete revision of his well-known work and has added a new 
chapter on “ Political Economy Today.” This chapter is concerned particularly with post- 
Keynesian developments in income analysis and with recent contributions to statistical economics,] 


Lorp Simon oF WyTHENSHAWE. Some Aspects of World Population and Food 
Resources. Occasional Papers on Eugenics, No. 9. London: The Eugenics Society 
and Cassell, 1955. 84’. Pp. 19. 2s. 6d. 


[This is a reprint of a lecture previously published in the Eugenics Review. In it Lord Simon of 
Wythenshawe surveys in very general terms the problem of population growth and food supply 
illustrating his argument by a comparison of the historical experience of India and Japan with that 
of Western Europe. ] 


Srarra (P.) (Ed. with the collaboration of M. H. Doss). ‘The Works and Correspondence 
of David Ricardo. Vol. X. Biographical Miscellany, including the Journal of a Tour 
of the Continent. London: Cambridge University Press, for the Royal Economic Society, 
1955. 9”. Pp. ix + 424. 24s. 


[To be reviewed.] 


SzczEPANik (E. F.). A Study in the Economic Problems of Central and Eastern 
Europe. London: Free Course of Central and Eastern European Studies (32 Bolton 
Gardens, S.W.5), 1954. 8’. Pp. 49. 


[The first part of this is a vehement general onslaught on the economic and other policies 
currently being pursued in the satellite countries of Eastern Europe. In the second and more 
interesting part, Mr. Szczepanik considers the likely future consequences of the integration of this 
part of Europe into what is effectively an economic unit. This is a development which he regards 
as a fait accompli, unlikely to be reversed, whatever political changes the future may hold. He 
concludes by discussing the lines along which the economic development of the region might proceed 
in the event of communist power being overthrown. He has here some interesting suggestions, 
particularly in relation to agriculture. Some economists, however, may feel misgivings at the 
optimistic view of the state of our science implied by Mr. Szczepanik’s remark that “ the future 
economic development of Central—Eastern Europe will have to be based not on the principles of 
Marxism—Leninism-Stalinism, but on the western economic theory of economic growth.”] 


Tuomas (J.). A History of the Leeds Clothing Industry. Yorkshire Bulletin of 
Economic and Social Research, Occasional Paper No. 1. Hull: Department of Economics 
& Commerce, University of Hull, 1955. 94”. Pp. 62. 7s. 6d. 


[In this competent and well-written monograph, Mrs. Thomas starts by describing the intro- 
duction of ready-made clothing manufacture to Leeds in the middle of the nineteenth century 
following on the invention of the sewing-machine. She then traces its subsequent development up 
to 1914, with briefer treatment of its experience in the 1920s and 1930s. Perhaps the most note- 
worthy of her findings is that although clothing is now considered a “ footloose ” industry, in which 
costs are not much affected by location, this was so far from being the case in the early stages of its 
history that not merely did the industry grow much faster in Leeds than elsewhere, but within 
Leeds itself the clothing factories were concentrated into a small district. It would be interesting 
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to know what other industries afford examples of diminution over time in the economies of regional 
concentration. Among other topics discussed by the author are the part played by Jews and 
ewish immigration in the industry, relative rates of wages and conditions of work in Leeds and other 
clothing centres such as London in the nineteenth century, and the origins of wholesale bespoke 


tailoring. ] 


TuorELLI (H. B.). The Federal Antitrust Policy. Origination of an American 
Tradition. London: Allen & Unwin (Stockholm: Norstedt), 1954. 10”. Pp. v + 658. 
60s. 

[To be reviewed.] 


UnIveRsITY OF BristoL, DEPARTMENT OF AGRICULTURAL Economics. Report No. 80, 
July 1954, Costs and Returns of Fattening Sheep on Roots in Devon, a study of 37 sheep 
fattening enterprises, 1952-3, by E. T. Davies. Pp. 23. 1s. 6d. Report No. 81, January 
1955, Some Technical and Economic Aspects of the Combine Harvester, by A. H. Gmtx. 
Pp. 47. 2s. 6d. Report No. 82, February 1955, Costs and Returns of Wheat Growing 
in 3 Areas of South West England. Pp. 21. 1s. 6d. Newton Abbot: Department of 
Agricultural Economics, University of Bristol. 13”. 

[These three documents are intended for professional students of agricultural economics, but they 
contain a number of points of general interest. It appears that although there has been some shift 
away from wheat-farming in parts of the South-West, wheat-farming is still decidedly profitable 
where the scale of operations is sufficiently large: ‘‘ the Dorset wheat-farmer’s costs are probably 
lower at this moment than those of his Canadian competitor.” The report on the combine 
harvester provides some evidence to suggest that its use may be advantageous even when acreages 
are comparatively small, especially if farmers can make arrangements for joint ownership or 


exchange. ] 


Urwick (L.). The Load on Top Management—can it be reduced? London: 
Urwick, Orr & Partners, 1954. 84”. Pp. 50. 2s. 


Col. Urwick discusses the effect of the increasing size and complexity of business units on the 
burdens of those occupying the most senior managerial posts. The keynote of the recommendations 
which he makes is that the organisation of top management functions must be clear-cut and even 
formal, so that the powers and responsibilities of all concerned are unambiguously defined. He 
emphasises also the importance of distinguishing between policy-execution, which is the function 
of management, and policy-making, which is the function of the Board of Directors.] 


WuetuaM (E. H.). A Record of Agricultural Policy, 1952-54. Cambridge: Farm 
Economics Branch, University of Cambridge School of Agriculture, 1955. 104”. Pp. 23. 
2s. 

[This convenient factual survey brings up to date Miss Whetham’s previous Record of Agricultural 
Policy 1947-52. Information is given on agricultural legislation, output and incomes, prices and 
price reviews, marketing and administration.] 


Witson (H. A. R. J.). Spicer & Pegler’s Income Tax and Profits Tax. Twenty-first 
Edition. London: H.F.L., 1954. 9’. Pp. 685. 30s. 


[This new edition of a standard text-book incorporates the important changes made in the 1954 
Finance Act. The book is lucidly written and gives the essential references to the case law.] 


Wootton (B.). The Social Foundations of Wage Policy. A study of contemporary 
British wage and salary structure. London: Allen & Unwin, 1955. 9”. Pp. 200. 15s. 


[To be reviewed.] 


Wricut (H. R. C.). Free Trade and Protection in the Netherlands, 1816-1830. A 
Study of the first Benelux. Cambridge Studies in Economic History. London: Cam- 
bridge University Press, 1955. 83”. Pp. ix + 251. 31s. 6d. 


[To be reviewed.] 


The Young Worker. Education for Human Relations. Report of the fifth conference 
held at Oxford in April 1954 by the University Department of Education. London: 
Heinemann, 1955. 74%”. Pp. 64. 35. 6d. 


[The subject of the conference whose proceedings are here reported was the educational 
problems that arise in relation to working boys and girls between the ages of fifteen and eighteen.] 








THE ECONOMIC JOURNAL 


Indian 


Aut-Inp1A Rurat Crepir Survey. Report of the Committee of Direction. Vol. II, 
The General Report. Bombay: Department of Research and Statistics, Reserve Bank of 
India, 1954. 10”. Pp.578. Rs. 5/-. 


[This large-scale report describes present conditions in India with regard to the supply of 
agricultural credit, considers the reasons for the relative failure of the Co-operative Movement to 
date and makes a number of recommendations for future policy. The authors do not have any 
new panaceas to offer; they recognise that the credit problem is only one aspect of the more 
general problem of rural poverty, and they are convinced that there is no real alternative to some 
form of co-operative association. } 


Das (N.). Studies in Indian Economic Problems. Calcutta: Mukherjee & Co,, 
1954. 9”. Pp. 131. Rs. 3/-. 


[This is a collection of eighteen short essays contributed by their distinguished author to various 
newspapers and journals in India over the past two years. Taken together they comprise an 
admirably clear and realistic survey of India’s economic problems to-day.] 


A Fact Finding Enquiry into the working of Co-operative Primary Agricultural Credit 
Societies in the Taluks of Manvi (Raichur District), Banswada (Nizambad District), and 
Degloor (Nanded District). Hyderabad-Deccan: The Indian Institute of Economics, 
1954. 93”. Pp. 73. &s. 


[The findings of this thorough and systematic inquiry are largely negative. Co-operative 
societies are still unknown in a large majority of the villages in the parts of Hyderabad—Deccan 
studied. As a source of agricultural credit they are less important than private money-lenders 
even to their members. The authors suggest a number of measures by which the effectiveness of 
the co-operative movement in the area could be increased, and they are of opinion that this aim 
should be treated as a matter of urgency.] 


Guosu (S. K.). Trends in Economic Thinking. Calcutta: published by the author 
(15 Mahendra Road, Calcutta, 25), 1953. 9”. Pp.57. Rs. 2/-. 


[In his brief space the author surveys the present state of doctrine in a very wide range of 
theoretical topics. His treatment is clear and concise, and his acquaintance with the recent 
literature is sound if not very wide. His grasp of some of the more difficult points is, however, a 
little uncertain, as evidenced in his unsatisfactory treatment of the acceleration principle and in 
the dubious statement that “‘ the instantaneous multiplier is of no direct use for the explanation of 
the trade cycle.’’] 


Josut (H. S.) and Duexney (B. R.). Irrigation and Agriculture in the First Five-Year 
Plan: an Appraisal. Vol. 1. Poona: Deccan Book Stall, 1954. 10”. Pp. 110. 
Rs. 


“. 


[On the basis of a detailed quantitative analysis, the authors arrive at a very critical assessment of 
the irrigation and related schemes projected under the Indian Five-Year Plan. They find that the 
officially published statistics relating to these schemes are full of anomalies. Their criticisms are 
on both economic and engineering grounds, and include some detailed discussion of particular 
schemes. They argue that the attempt to combine the aim of regional famine protection with 
that of securing the maximum increase in total production has led to a confusion of purpose ina 
number of instances, and they can see little justification for the assumption implicit in the officially 
published figures that the rate of return over cost will be much higher in the projected irrigation 
schemes than it has been in the case of irrigation schemes carried out in the past.] 


Srivastava (K.N.). Industrial Peace and Labour in India. Allahabad and Bombay: 
Kitab Mahal, 1954. 9”. Pp. 499. Rs. 7/8. 


[This is designed as a comprehensive survey of labour problems in India to-day. Topics 
covered include the history of trade unions and the labour movement in India, collective bargaining, 
industrial disputes, wages, employment, working conditions, social security, housing and industrial 
democracy. ] 


Swarup (Ram). Communism and Peasantry. Implications of Collectivist Agriculture 
for Asian Countries. Calcutta: Prachi Prakashan, 1954. 9”. Pp. 194. $5.00. 


[Mr. Ram Swarup analyses the theory and practice of Soviet Communism in its treatment o 
the peasantry, as seen in experience in Russia itself and in present attempts to force other agrarian 
countries to follow the Russian example. The author is well read and writes effectively. His 
own standpoint is a Gandhian one, and he finds little more to admire in western capitalism than in 
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communism. Both are in his view guilty of making a fetish of production and establishing an 
artificial concept of the standard of living. He argues that many items that are customarily 
included in measures of real income in western countries are really costs of production rather than 
ultimate goods (e.g., expenditure on travelling to work). More generally, the author holds that 
many of the forms of consumption in which western countries are pre-eminent do no more than 
pander to artificially developed tastes and are to be deplored rather than admired on a profounder 
assessment of human and divine values.] 


VarSHNEY (R. L.). India’s Foreign Trade, during and after the second world war. 
Allahabad and Bombay: Kitab Mahal, 1954. 9”. Pp. 340 and appendices. Rs. 7/8. 


[This gives a detailed account of the behaviour of India’s balance of payments and foreign trade 
since the end of the war. The author also discusses in more general terms the foreign-trade policy 
which it would be appropriate for India to pursue at the present time. He thinks that the devalua- 
tion of the rupee was a mistake and ee be reversed. He regards it as essential that controls 
on foreign trade should be retained for the present, but he finds a great deal of room for improve- 
ment in their present form and the way in which they are exercised.] 


American 


ArrKEN (H. G. J.).. The Welland Canal Company. A study in Canadian enterprise. 
Cambridge, Mass.: Harvard University Press (London: Geoffrey Cumberlege), 1954. 
9)”. Pp. vii + 178. 28s. 


[The Welland Canal connects Lake Erie and Lake Ontario. Mr. Aitken traces its history from 
the time around 1818 when it was first mooted, through its period of construction (1825-33), up to 
1841, when control of the company passed into the hands of the provincial government. He has 
produced an extremely interesting monograph, which picks out the important issues and presents 
them with admirable directness and economy of phrase. The story has much in common with that 
of many other early transport undertakings in the old world as well as in the new: the mixed 
motives of the promoters, the enormous excess of the cost of construction over the amount estimated, 
the competition with alternative routes (in this case the Erie Canal) and the difficulty of realising 
an adequate revenue until ancillary facilities had developed and time had increased the volume of 
traffic. The Welland Canal Company was originally a private concern, but the provincial 
government became increasingly involved as time went on, until finally it took over the entire 
control. This was partly because of the military importance of the canal and its position in the 
Great Lakes-St. Lawrence navigation system as a whole. But the decisive factor was that it was 
only from the government that enough capital could be obtained. The chronic shortage of cash 
suffered by the company was no unusual experience in early canal and railway enterprises, but the 
special circumstances of the Welland Canal made its problem unusually acute. Private capital in 
Upper Canada was quite insufficient for the purpose, and there were political objections to raising 
too large a proportion of the amount needed in the United States. e only other possible source 
was the London market. Had the company’s efforts to raise money in London been less unlucky 
and less grossly mismanaged, its subsequent history might well have been very different.] 


ALHADEFF (D. A.). Monopoly and Competition in Banking. Berkeley, California: 
ey of California Press (London: Cambridge University Press), 1955. 93’. Pp. 
54. 34s. 


[Reviewed in this issue.] 


BeLLMAN (R.). Dynamic Programming of Continuous Processes. Santa Monica, 
California: The Rand Corporation, 1954. 94”. Pp. iii + 141. 
[To be reviewed.] 


Bucuanan (N. S.) and Exus (H. S.)._ Approaches to Economic Development. New 
York: Twentieth Century Fund, 1955. 94”. Pp. v + 494. $5.00. 


[To be reviewed.] 


Carrot (C. R.). Private Investments Abroad. National Economic Problems, No. 
454. Washington D.C.: American Enterprise Association, 1954. 84’. Pp. 83. $1.00. 


[The author surveys the history of American foreign investment with special reference to the 
period since the end of the war. His viewpoint is that of the American investor, and his tone is 
that of a tract rather than of a dispassionate analysis. The chief conclusion drawn is that the extent, 

er and direction of American lending has been and is dictated chiefly by the attitudes 
adopted by foreign governments to American capital.] 
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CLELAND (S.). The Influence of Plant Size on Industrial Relations. Princeton, New 
Jersey: Industrial Relations Section, Princeton University, 1955. 9”. Pp. 65. $2.00, 


[This is the second of a series of reports based primarily on interviews conducted with the 
managements of eighty-two manufacturing plants in Trenton, New Jersey. The first report dealt with 
labour recruitment. The present one compares plants with more and less than 500 workers with 
regard to strength of trade unionism, wages and hours, personal relationships, industrial disputes 
and a number of similar issues. Small plants are found on the average to offer lower wages, with 
some offsets in more opportunities for overtime and steadier year-round employment. Trade- 
union strength was less and strikes were fewer in the smaller plants, and union leaders in the smal] 
plants tended to be older, more skilled and less militant. The author’s general assessment gives 
a good deal of weight to the intangible advantage in personal relations which the smaller plants 
are considered to enjoy. His conclusions on this are not altogether satisfactory, because there was 
a wide divergence of opinions between the managers interviewed. Moreover, the opinions of the 
workers might appear to be at least as relevant here as the opinions of management, and these 
were not systematically canvassed.] 


FisHER (I.). The Theory of Interest. Reprints of Economic Classics. New York: 
Kelley & Millman, 1954. 9”. Pp. 566. $8.50. 

[A photographic reprint of Fisher’s classic 1930 volume, which was a complete rewriting of his 
1907 The Rate of Interest. It was described by Schumpeter as ‘‘ the peak achievement, as far as 
perfection within its own frame is concerned, of the literature of interest.’’] 


Frienp (I.). Individuals’ Saving: Volume and Composition. New York: John 
Wiley (London: Chapman & Hall), 1954. 93’. Pp. 288. 40s. 


[To be reviewed.] 


GerRvAIsE (I.). The System or Theory of the Trade of the World. A Reprint of 
Economic Tracts, with a Foreword by J. Viner and an Introduction by J. M. Leticue, 
Baltimore, Maryland: John Hopkins Press (London: Geoffrey Cumberlege), 1955. 94”. 
Pp. v + 24. 16s. 

[This is a reprint of a scarce tract published in 1720, the only known work of its author. It has 
been described by Professor Viner, the first modern writer to take note of it, as a more comprehensive 
analysis of the mechanism of adjustment in international trade than any other to appear before the 
nineteenth century. The introduction by Dr. J. M. Letiche gives the results of researches he has 
undertaken into Gervaise’s life.] 


Guiover (J. D.). The Attack on Big Business. Boston, Mass.: Harvard University 
Graduate School of Business Administration (London: Bailey Bros. & Swinfen), 1954. 
8”. Pp. vii +375. 48s. 


[To be reviewed.] 


Hopcman (D. R.). Soviet Industrial Production, 1928-1951. Cambridge, Maass.: 
— ier University Press, 1954 (London: Geoffrey Cumberlege, 1955). 94. Pp. vii + 
41. 40s. 


[To be reviewed.] 


Investment for Jobs. Washington, D.C.: Chamber of Commerce of the United 
States, 1954. 9”. Pp. 29. 50c. 


[Estimates are shown of the amount of capital investment needed to provide sufficient jobs to 
maintain a high level of employment over the next ten years in the United States. Attention is 
then directed to the various obstacles to investment, particularly those imposed by government 
in the form of excessive control of business and unduly heavy taxation of the well-to-do.] 


Irwin (H. S.). Evolution of Futures Trading. Madison, Wisconsin: Mimir, 1954. 
9”, Pp.ix+95. $3.00. 


[This book is devoted chiefly to a detailed historical study of trading in egg futures in Chicago, 
based on the author’s personal contacts with dealers. The evolution of futures dealing in butter, 
grain and cotton is more briefly treated. Organised dealing in egg futures came only after the 
First World War, but time contracts had been common since around 1900. Mr. Irwin’s leading 
thesis is that this development at the beginning of the present century was the consequence of 
accumulated stocks having become for the first time an important element in the market situation 
as a result of refrigeration. He suggests that similar changes in market conditions may have been 
responsible for the development of time contracts in grain and cotton half a century earlier, and he 

ints out that the gradual transition from occasional time contracts to organised futures trading 
as passed through roughly the same stages in each of these markets. As far as the earliest stages 
of the evolution are concerned, the parallel between grain and cotton on the one hand and eggs and 
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butter on the other seems to be rather less close than Mr. Irwin suggests, since there has never been 
a time when stocks were unimportant in the grain and cotton markets. Mr. Irwin does not 
mention the part played in the original development of futures trading in these commodities by the 
invention of telegraphy, which for the first time made it possible for market information to travel 
much faster than the goods themselves. ] 


Kuznets (S.) and Rusin (E.). Immigration and the Foreign Born. National Bureau 
of Economic Research, Occasional Paper 46. New York: National Bureau of Economic 
Research, 1954. 9”. Pp.v+ 104. $1.50. 

[The chief statistical contribution of this monograph lies in a comparison between the figures 
of foreign born given in successive United States censuses with estimates based on particulars of 
net migration and mortality. The accompanying discussion of the conclusions to be drawn from 
the figures deals both with the migration statistics themselves and with the statistics of foreign born. 
The analysis of the migration figures does not reveal a great deal that was not familiar before, 
although some interesting details are shown. Net immigration as a percentage of population is 
seen to be at its highest in the period before the Civil War. Arrivals of immigrants as a percentage 
of population were higher in the early years of the present century, but this was offset by a much 

er proportion of departures. The authors discuss the well-known relation between migration 

residential construction, and they also find some relation between these two and gross national 

uct per worker expressed as a percentage of trend. This last finding is interesting, but as 
the authors partially acknowledge, not too much should be made of it, because the elimination of 
trend from the GNP series puts it on a different basis from the other two. For example, the relative 
timing of the turning points in the three series seems of doubtful significance for that reason. In the 
remaining part of the analytical section of the monograph, figures of numbers of foreign born and 
native-born are analysed both for the labour force and for the total population. Some curious 
consequences are shown to stem from the fact that roughly the same circumstances as encourage 
immigration tend to encourage births to native-born parents. Also noteworthy is that fluctuations 
in the rate of addition to the native-born labour force appear not to be adequately accounted for by 
demographic factors.] 


Lent (G. E.). The Ownership of Tax Exempt Securities, 1913-1953. National 
Bureau of Economic Research, Occasional Paper 47. New York: National Bureau of 
Economic Research, 1955. 9”. Pp. 139. $1.50. 


[This monograph analyses the volume and composition of securities, interest on which is exempt 
from tax, and their distribution between the government, institutional holders and individuals over 
the period 1913-53 in the United States. Practically the whole of these securities consist now of the 
obligations of state and local governments, which have been exempted from tax because of doubts 
about the constitutional validity of federal attempts to subject them to taxation. Mr. Lent’s 
work provides much interesting material for the student of the bond market. Trends in distribution 
of tax-exempt securities between different classes of holders have naturally reflected changes in 
tax rates. Recent increases in corporation tax rates compared with tax rates on individual incomes 
have led to a relative increase in institutional holdings, and commercial banks now own about 
40% of the total privately held. Individual holdings, as is to be expected, are concentrated chiefly 
in the highest income brackets where income-tax rates are most severe. Mr. Lent finds, however, 
that the demand for tax-exempt securities from the wealthiest class is rather less than might be 
expected on a priori grounds. ‘The yield on these securities exceeds the yield on taxable corporation 
bonds by a large margin for those with the highest incomes, and the proportion of tax-exempt 
securities held by less well-off individuals is not negligible. The reason is no doubt partly that the 
very rich are often less interested in bonds of any description than in common stocks. It is 
interesting to observe that the responsiveness of prices to changes in tax rates have not prevented the 
latter from bringing about large fluctuations over time in the critical level of income above which 
tax-exempt securities have a higher net yield than taxable bonds—presumably investors’ elasticity 
of expectations with respect to tax rates is below unity. Mr. Lent is sparing in his conclusions, 
but it emerges fairly plainly that the chief beneficiaries from the tax-exemption system are the state 
and local governments, which it enables to raise money on terms so much more favourable than 
other borrowers.] 


Mattuus (T. R.). Definitions in Political Economy. Reprints of economic classics. 
New York: Kelley & Millman, 1954. 8”. Pp. 261. $7.50. 


[A photographic reprint of one of Malthus’ less well-known works—a work that was none the 
less described by James Bonar as containing the most pleasant examples of Malthus’ style outside 
the first Essay on Population.] 


Maverick (L. A.). Productivity. A critique of current usage. Carbondale, Illinois: 
— by the author (701 South Oakland Avenue, Carbondale), 1955. 9”. Pp. 30 


[The author criticises severely the practice of drawing sweeping conclusions from measures of 
envy that take no account or incomplete account of inputs other than labour. A useful 
ibliography is included of books and articles on productivity.] 
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Mo ey (R.). What Price Federal Reclamation? National Economic Problems, No, 
455. New York: American Enterprise Association, 1955. 84”. Pp. 70. $1. 


[An attack on federal land reclamation policy, principally on the grounds of its expense. The 
author makes no bones about his position in the controversy, and although he provides much 
interesting information, his demonstration of the poor financial results of most of the schemes so 
far undertaken is inconclusive as an argument against them without a more sustained treatment 
than he gives of the question of “ indirect” benefits. ‘The argument is none the less not up 
impressive, and the author strengthens it by pointing to the present surplus stocks of agricultural 
products as evidence of the impolicy of spending large sums in order to increase the area under 
cultivation. Mr. Moley acknowledges that population increases may quite soon absorb present 
surpluses, but he suggests that should any shortage appear there are other ways of increasing supply 
which are much less costly than those he is criticising.] 


Ranpatt (C. B.).. A Foreign Economic Policy for the United States. Chicago; 
University of Chicago Press (London: Cambridge University Press), 1955. 84’. Pp. 83. 
15s. 


[In these lectures Mr. Randall puts forward an eloquent and well-reasoned plea for a more 
liberal United States foreign trade policy. He emphasises the direct American interest in allowing 
freer imports, both for the sake of the consumer and because of the likely future increase in the 
importance of exports to the American economy. Especially interesting are his candid remarks 
on the thorny questions of East-West trade and of the American agricultural surpluses.] 


Smmet (G.). Conflict. Translated by K. H. Wolff. The Web of Group. 
Affiliations. Translated by R. Bendix. Glencoe, Illinois: The Free Press, 1955. 8}”. 
Pp. 195. $3.50. 


[This consists of translations of two long chapters from the Soziologie of Georg Simmel, the 
German scholar who died in 1918. It supplements The Sociology of Georg Simmel, issued by the same 
publishers in 1950, which contained translations of other parts of Simmel’s work.] 


Soto (R. A.) (Ed.)._ Economics and the Public Interest. Essays ‘vritten in honor of 
Eugene Ewald Agger. New Brunswick, New Jersey: Rutgers University Press, 1955. 9”, 
Pp. vii + 318. $5.75. 


[The twenty essays in this collection are grouped into four parts, under the headings of method- 
ology, empirical analysis, problems of policy, and growth and development. The majority of 
the contributors are on the staff of Rutgers University, where Professor Agger was for many years 
Chairman of the Department of Economics. ‘The remaining contributors include among others 
G. H. Moore (“ The Diffusion of Business Cycles”), Milton Friedman (“ The Role of Government 
in Education ”’) and David A. Morse (“‘ International Employment Problems and Policy ”’).] 


Tuorp (W. L.). Trade, Aid, or What? A report based upon a conference on inter- 
national economic policy at the Merrill Center for Economics, Summer 1953. Baltimore, 
Ve og Johns Hopkins Press (London: Geoffrey Cumberlege), 1955. 93”. Pp. vii+ 
224. ; 


[Reviewed in this issue.] 


VERNON (R.). America’s Foreign Trade Policy and the GATT. Essays in Inter- 
national Finance, No. 21. Princeton, New Jersey: International Finance Section, 
Princeton University, 1954. 9”. Pp. 25. 


[The author has participated in many of the activities of GATT as an official of the United 
States Government. He here describes its origins and assesses its achievements. In his opinion 
it has made a substantial contribution to the liberalisation of world trade, notwithstanding its 
failure in a number of important instances. Mr. Vernon fears that the future of GATT is threatened 
by recent protectionist trends in American policy, but he finds some encouragement in the trend 
in the opposite direction manifested by official policy in Great Britain.] 


Wuite (D. J.). The New England Fishing Industry. A study in price and 
setting. Cambridge, Mass.: Harvard University Press (London: Geoffrey Combedtigh 
1954. 84”. Pp. 205. 32s. 


The special interest of the New England fishing industry from the analytical point of view lies 
in the method of wage determination. The fishermen receive a set proportion of the value of the 
catch, without any basic minimum time-wage. This arrangement is of very long standing, and it 
is commonly regarded as an essential protection for the weaker vessel-owners against the risk of a 
sequence of unlucky trips. So far from leading to unity of interest between the men and their 
employers, however, the system has in recent years been operated to the accompaniment of bitter 
dissensions between the two sides. The peculiar feature of the situation is that (especially in 
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Boston) most of the trawlers are owned by the dealers to whom the catch is sold. The fish auction 
is therefore essentially a sale of fish by the fishermen to their employers, and the rate of wages 
depends directly upon the price fetched. The men have repeatedly alleged that the process of 
price-fixing on the Fish Exchange is manipulated to their disadvantage, and in bargaining between 
their union and the owners this issue has figured no less largely than the proportions in which the 
value of the catch is to be divided between the two sides. The interrelation between wages and 

ices provides the author with a fascinating central theme, which he describes and analyses with 
much skill—though the theoretical model of the market given in an appendix does not perhaps 
add a great deal and does less than justice to the complexity of the situation and to the subtlety of 
the author’s own realistic account of it. Labour relations are Professor White’s chief topic, but he 
deals also with the more general problems of the industry, such as its marketing difficulties and the 
effects of dwindling supplies of certain classes of fish.] 


French 


Autats (M.). Les Fondements Comptables de la Macro-Economique. Les équations 
comptables entre quantités globales et leurs applications. Paris: Presses Universitaires de 
France, 1954. 10”. Pp. 91. 900 frs. 


[This short study, made first in 1945 and modified since then in presentation, is in two parts: 
the first, an exhaustive analysis of the concepts of national income accounting and of the relations 
between them, and the second, some brief notes on their possible applications. A large number of 
concepts and relations are isolated, and their symbolic treatment (as the author admits) makes 
great claims on the reader’s powers of memory and concentration. Prof. Allais’ treatment is 
rigorous and thorough but contains no substantial novelties. He disagrees with the manner in 
which government activity is conventionally introduced into national income accounts and proposes 
that the Government should be regarded as an enterprise selling services to other enterprises and 
to individuals in exchange for the taxes which they respectively pay, the services to enterprises being 
regarded as costs rather than final output. The difficulties of this approach need hardly be 
mentioned. In discussing the savings—investment relationship, the need to consider undistributed 

rofits and changes in individual cash balances is pointed out. The “‘ confusion” and “ inco- 
erence ’’ of Keynesian analysis are sharply criticised and, with almost fatiguing insistence, the 
need is stressed for precision, rigour and clarity.] 


Attats (M.). Traité d’Economie Pure. Second edition, in four volumes and annexes. 
Paris: Imprimerie Nationale, 1954. 12”. Vol. I: Pp. 279; Vol. II: Pp. 198; Vol. III: 
Pp. 301; Vol. IV: Pp. 352. 5500 frs. 


[This work, entitled a second edition of M. Allais’ earlier work A la Recherche d’une Discipline 
Economique, published in one volume in 1943, is in fact no more than an exact reprinting of it, without 
modification except in title, in form and in the addition of a new introduction. The introduction 
contains a reply to the author’s critics, with a defence of the comprehensive type of treatise and of the 
mathematical method. It gives his views on the reasons for the backwardness of economics in 
France, the principal one being the too close attachment of the subject to the law faculties. The 
most fruitful directions of advance for economics are discussed, the need for works of synthesis being 
stressed, Finally, there is a list of those parts of the work which M. Allais considers to be original 
contributions to the subject.] 


BROWALDH (E.) and THuNHOLM (L. E.)._ Changes in Bank Balance Sheets 1938-1952. 
In English arid in French. Paris: Institut International d’Etudes Bancaires, 1954. 9}. 
Pp. 21, and appendices. 


[This interesting short paper provides comparative particulars of certain banking ratios in 
eleven European countries for the nine years 1938, 1945-52. The countries are Belgium, Denmark, 
England, Finland, France, Holland, Italy, Norway, Spain, Sweden and Switzerland, and the ratios 
are; (a) cash to deposits; (b) government securities to total assets; (c) loans and discounts to total 
assets; (d) time and saving cs oe to total deposits; (e) capital to deposits; and (f) capital to 
loans and discounts. One might wish that the authors has added to these the ratio of deposits to 
national income. The figures are given in tables and in some well-designed charts. The 
accompanying brief commentary is suggestive but does not attempt to build up from the figures 
any general picture of trends in banking structure and functions.] 


INTERNATIONAL Po.iTicAL ScrENCE AssociATION. Working Papers and Discussion 
Reports of a Conference on Comparative Public Administration, with special reference to 
Bureaucracy. Paris: International Political Science Association, 1954. 10”. Pp. 56. 7s. 

[This contains the texts of “ working papers,” mostly of three or four pages or less, that were 
submitted at the Conference, together with reports of the discussions that followed them. The 
brevity of the papers causes some of them to be little more than statements of problems, but many 
stimulating ideas are put across none the less.] 
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James (E.). Histoire de la Pensée Economique au XX¢® Siécle. In two volumes, 
Paris: Presses Universitaires de France, 1955. 9”. Vol. I: Pp. 308; Vol. II: Pp, 
309-711. 2200 frs. 


[To be reviewed.] 


Rural Modernization in Morocco. Rabat: Société d’Etudes Economiques, Sociales 
et Statistiques, 1954. 94”. Pp. 104. 


[This is an account of the work of the Rural Modernisation Sectors set up by the High Counc] 
of the Peasantry in Morocco. These organisations were sponsored and are partly financed by the 
state, and their aim is to raise economic and social standards by irrigation and other public works, 
by the building of schools, by the demonstration of modern farming methods on plots of land 
directly cultivated and by a variety of other means. Most of the report is occupied by descriptions 
of the work of each of the fifty-three regional sectors, which enjoy a large measure of autonomy.] 


German 


Avsert (H.). Okonomische Ideologie und Politische Theorie. Monographien zur 
Politik, No. 4. Géttingen: Otto Schwartz, 1954. 8’. Pp. 156. 


[This is a contribution to the methodology of political economy. As its straw man it takes some 
of the more extreme views of the continental writers on pure theory. Unfortunately the author 
seems to be unaware of Mill’s contribution to this subject in 1836.] 


Carett (E.). Allgemeine Volkswirtschaftslehre. Heidelberg: Quelle & Meyer, 
1954. 9”. Pp. 318. DM. 14. 


[This is the sixth edition of a deservedly popular and concise text-book of economic theory, 
It follows the classical order of discussion, the author’s opinion being that many of the recent 
** revolutions ’ in economic thought are no more than “ putsches.” The treatment of interest 
and capital is in many ways more satisfactory than that to be found in the English first-year texts; 
in fact, a translation of the book would be a useful addition to the English student’s library.] 


Forster (K.). Wasserstrassen und Raumplanung. Duisburg: Zentral-Vereins fiir 
deutsche Binnenschiffahrt, 1954. 8”. Pp. 102. 


[This booklet provides a quantitative survey of the development of canal and river transport 
in Germany. It includes some reflections on the effects of this form of transport—with its relatively 
low running costs—on the location of industry.] 


Heecxt (H.) and Strenper (H.). Der Wiederaufbau der deutschen Handelsflotte. 
Volkswirtschaftliche und juristische Grundsatzfragen der Wiederaufbaufinanzierung. 
Kiel: Institut fiir Weltwirtschaft, 1954. 9’. Pp. 98. DM. 8. 


[This is a study of the post-war reconstruction of the German merchant fleet; particular atten- 
tion is given to the problems of financing the capital outlays involved and the various taxation 
provisions affecting the industry.] 


Kunze (H. J.). Die Lagerungsordnung der westeuropadischen Eisen- und Stahl- 
industrie im Lichte ihrer Kostenstruktur. Kiel: Institut fiir Weltwirtschaft, 1954. 9”. 
Pp. 100. DM. 7.50. 


[This study of the European iron and steel industry argues that costs would be minimised if 
output were concentrated in two centres, Great Britain and the Ruhr, and the industries in 
France, Belgium and Luxemburg were made subsidiary to these centres. ] 


Satomon (R.). Begriff und Problematik der wirtschaftlichen Engpasse. Dargestellt 
am Biespiel der Bundersrepublik Deutschland in den Jahren 1948 bis 1952. Kiel: Institut 
fiir Weltwirtschaft, 1954. 9’. Pp. 185. DM. 15. 


[The German economy came to a stop at the end of the war, but, as this book shows, by 1948 
investment in real terms had recovered to the 1936 level and the output of many commodities was 
increasing at a very rapid rate. Thus, as is shown by a remarkable chart on p. 148, many of the 
output indices more than doubled in the two-year period 1949-51. Under such conditions there 
is a constantly changing pattern of relative shortages, and these form the subject of the present 
study.] 
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RECENT PERIODICALS AND NEW BOOKS 


Italian 


La Ferra (G.). Vilfredo Pareto, Filosofo Volteriano. Florence: “‘ La Nuova Italia,” 
1954. 8”. Pp. 175. Lire 700. 


[An essay on the philosophical foundations and purpose of Pareto’s work. Professor la Ferla 
suggests that Pareto’s inspiration, like Voltaire’s, was basically a satirical one, and lay in his aware- 
ness of the follies and superstitions in the popular doctrines of his day.] 


GrizioTt1 (B.). Prime Elementi di Scienza delle Finanze. 5th revised edition. 
Milan: Giuffré, 1955. 9’. Pp. 206. Lire 800. 


[This is a text-book of public finance, along traditional lines, with special reference to Italian 
conditions. The present edition has been brought up to date and simplified in a number of respects.] 


Dex Veccuio (G.). Diritto ed Economia. Nuova edizione riveduta con una postilla. 
Rome: Editrice Studium, 1954. 9”. Pp. 66. Lire 300. 


[The first edition of this essay on the philosophical and ethical foundations of economics was 
published in 1935. The author has added a postscript chiefly devoted to the discussion of certain 
views that have been put forward in writings of President Einaudi.]} 


Austrian 


TaucHER (W.). Beschaftigungspolitik. Vienna: Springer, 1954. 9”. Pp. 126. 
10s. 6d. 

[This fairly popular discussion of employment theory takes the point of view developed in the 
English literature. The discussion it topical throughout and considers, among other matters, the 
questions raised by the Marshall Plan, European integration and the prospect of rising productivity.] 


Swiss 


Durr (E. W.). Wesen und Ziele des Ordoliberalismus. Winterthur: Keller, 1954. 
8”. Pp. iii + 166. 

[Ordoliberalism is the name (invented by Moeller) attached to the political views of economists 
such as Eucken and Répke; these views have much in common with those of various neo-liberal 
movements—believing in “‘ the natural harmony of individual interests ’’—and are especially 
closely associated with those held by the Mont Pélerin Society. The present dissertation gives a 
clear account of the aims and history of the movement; it is, however, rather uncritical (no mention 
is made, for example, of Popper’s views).] 


GuTERSOHN (A.). Das Gewerbe in der freien Marktwirtschaft. Vol. 1, Das Wesen 
des Gewerbes und die Eigenart seiner Leistungen. St. Gallen: Polygraphischer, 1954. 
9)”. Pp. 315. Sw. Fr. 26. 


[This is the first volume of an economic study of small-scale entrepreneurship; it is chiefly 
devoted to a description of the fortunes of craftsmen and small retailers in Switzerland in the last 
hundred years.] 


Dutch 


MENDERSHAUSEN (H.). Two Postwar Recoveries of the German Economy. Contri- 
butions to Economic Analysis VIII. Amsterdam: North Holland Publishing Company, 
1955. 83”. Pp. 130. 24s. 


[The purpose of this interesting study is to compare the economic recoveries of 1919-28 and 
1946-53 in Germany and by so doing to help set in perspective contemporary experience and 
problems. The pos Boe systematically compares the movement in the two periods of leading 
economic variables, including population, size and distribution of income, investment, consumption, 
absolute and relative prices, money supply and external relations. The greater strength of the 
recovery after the Second World War has to be viewed in relation to the much lower level of 
production relatively to pre-war in 1946 compared with 1919. Despite the spectacular rise in 
total outputs since 1946, Germany had not yet in 1953 gone to far towards regaining its pre-war 
proportion of total European production as it had done in 1928, and real income per head in the 
Federal Republic was still below the 1938 level. Mr. Mendershausen does not make these com- 
parisons in order to belittle recent German achievements. He points out that the loss of national 
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wealth due to the war was as much as about two-thirds, and he suggests various explanations of 
why it has proved possible to recover so soon from such a staggering loss. Many of the parallels 
which he draws between the two post-war periods are very illuminating. However, there is, as 
he points out, no parallel to be found in the 1920s for the recent tendency for Germany to deve] 
a eainae favourable balance of payments which she is unwilling or unable to eliminate by 
increasing either imports or capital exports. After the First World War the import surplus per. 
sisted up to the onset of the depression.] 


Tueit (H.). Linear Aggregation of Economic Relations. Contributions to Economic 
Analysis, VII. Amsterdam: North Holland Publishing Co., 1954. 9”. Pp. vii + 205, 
36s. 


[To be reviewed.] 
Eg yptian 


Hunotp (A. C.). The Industrial Development of Switzerland. National Bank of 
Egypt Fiftieth Anniversary Commemoration Lectures. Cairo: Nationa! Bank of Egypt, 
1954. 10%. Pp. 45. 

[The author begins by describing briefly the geographical, racial, religious and social background 
of Swiss national life. He then outlines the historical evolution and present state of four of 
Switzerland’s leading industries; cotton, engineering, watches and chemicals. The prosperity of 
the country and the high productivity of its industry he attributes largely to the personal qualities 
of the Swiss and to those factors that may be subsumed under the head of “ the social order.” Dr. 
Hunold points out the paradox that Switzerland has become one of the most industrialised countries 
in Europe notwithstanding its almost complete lack of mineral resources or other raw materials, but 
he is not at all willing to infer from this that industrialisation is a practicable or desirable policy to be 
followed by other countries such as Egypt which also lack mineral resources.] 


Icelandic 


Ericksson (B.). Outline of an Economic Theory. Reykjavik: Helgafell Publishing 
Co., 1954. 93’. Pp. 493. 


[To be reviewed. ] 
Official 
BRITISH 


DEPARTMENT OF AGRICULTURE, STATES OF JERSEY. Milk Production Costs in Jersey, 
1953-4. Agricultural Costing Survey, Report No. 7. St. Helier: Department of 
Agriculture, 1954. 13”. Pp. 119. 


DEPARTMENT OF AGRICULTURE, STATES OF JERSEY. Milk Costs, 1953-4. Agricultural 
Costing Survey, Supplement to Report No. 7. St. Helier: Department of Agriculture, 
1954. 13”. Pp. 15. 

[These two documents provide a very detailed analysis of costs designed to help farmers to assess 
their own results. Particular attention is devoted to the cost of manual labour, which, it is pointed 
out, amounts to about half of the cost of milk production.] 


CANADIAN 


RESTRICTIVE TRADE PRACTICES COMMISSION, DEPARTMENT OF JUSTICE, OTTAWA. Report 
Concerning an Alleged Combine in the Distribution and Sale of Coal in the Timmins- 
Schumacher Area. Ottawa: Department of Justice, 1954. 94’. Pp. 56. 


REsTRICTIVE TRADE PRAcTICES COMMISSION, DEPARTMENT OF JUSTICE, OTTAWA. Report 
Concerning an Alleged Combine in the Manufacture, Distribution and Sale of Wire Fencing 
in Canada. Ottawa: Department of Justice, 1954. 94”. Pp. 116 


REsTRICTIVE TRADE PRAcTICES ComMISSION, DEPARTMENT OF JUSTICE, OTTAWA. Report 
Concerning Alleged Instance of Resale Price Maintenance in the Distribution and Sale of 
a Sets in the Toronto District. Ottawa: Department of Justice, 1954. 9”. 

p- 

[These three documents follow the usual lines of reports by the Restrictive Trade Practices 
Commission, extensive use being made of verbatim extracts from papers and evidence taken in the 
course of the inquiries.] 
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INDIAN 


Agricultural Labour. How they work and live. All-India Agricultural Labour 
Inquiry. New Delhi: Ministry of Labour, Government of India, 1954. 10”. Pp. 137. 


[This is a summary of the findings of a sample survey of conditions of agricultural labourers in 
India, covering 800 villages. The full results of the survey, which is the largest of its kind ever 
undertaken, are being separately published in documents which run to some thousands of pages. 
The topics covered include size of holdings, employment and unemployment, wages and earnings, 
child labour, cost and standard of living, and indebtedness. These are analysed by region and 
with a variety of other subdivisions, and the figures are accompanied by an interesting inter- 
pretative commentary. ] 


Estate Duty for the Layman. New Delhi: Central Board of Revenue, Government of 
India, 1954. 10”. Pp. 144. 


[This is designed as a guide to the Indian Estate Duty Act. ‘‘ An endeavour has . . . been 
made to acquaint the layman with his rights, duties and obligations under this new piece of 
legislation.””} 


INTERNATIONAL 


EuROPEAN COAL AND STEEL Community. Report on the Situation of the Community 
laid before the Extraordinary Session of the Common Assembly, November, 1954. Luxem- 
bourg: The High Authority, European Coal and Steel Community, 1954. 94’. Pp. 149. 


[This report maintains the precedent established by the previous publications of the High 
Authority in giving a detailed and thoughtful analysis of current trends in production and trade 
in coal and steel within the Community as well as describing the activities of the High Authority 
itself. The authors call attention to the similarities and contrasts between the present prosperity, 
which originated chiefly within the Community itself, and the boom of 1951, when the stimulus 
came largely from sales to outside the area.]} 


The International Bank for Reconstruction and Development, 1946-1953. Prepared by 
the staff of the Bank. Baltimore, Maryland: The Johns Hopkins Press, for the IBRD 
(London: Geoffrey Cumberlege), 1955. 9’. Pp. 273. 32s. 


[The three parts of this report contain respectively an account of the organisation and structure 
of the Bank, a survey of the general principles and procedures it follows in its work, and a country-by- 
country summary of its activities to date. The lucid discussion of principles makes the book more 
than merely a work of reference, although the official tone is preserved throughout and there is no 
sustained treatment of the more general context of the Bank’s activities.] 


INTERNATIONAL LaBouR OrfrFice. Systems of Social Security: the United States. 
Geneva: International Labour Office, 1954. 93’. Pp. 106. 4s. 6d. 


[This description of the social security system of the United States has been prepared for the 
International Labour Office by the United States Department of Health, Education and Welfare. 
It is a work of reference and does not engage in any critical discussion of principles. The legal 
provisions described are those in force at the end of 1952.] 


INTERNATIONAL LaBourR Orrice. Year Book of Labour Statistics, 1954. Fourteenth 
issue. Geneva: International Labour Office, 1954. 12”. Pp. 397. 30s. 


[This yearbook is perhaps the most useful of the many publications of the International Labour 
Office. The present issue follows the usual form. ‘The chapter headings under which the tables 
are arranged are: total and economically active population, employment, unemployment, hours 
of work, wages and labour income, consumer price indices and retail prices, family living studies, 
social security, industrial injuries, industrial disputes and migration. Text, table-headings and 
notes are given in English, French and Spanish.] 


INTERNATIONAL MonETARY Funp. Summary Proceedings of the Ninth Annual 
Meeting of the Board of Governors September 195+. Washington, D.C.: International 
Monetary Fund, 1955. 943”. Pp. 209. 


[This contains the speeches made by delegates at the Conference of the Board of Governors of 
the Fund held in September 1954. The central topic of the annual report presented on that 
occasion was “‘ The Prospects for Convertibility,” and this is the chief subject which the speakers 
deal with. The introductory addresses by Mr. J. van de Kieft, who presided at the joint sessions 
of the Boards of Governors of the Fund and the Bank, and by Mr. Ivar Rooth, the Managing 
Director of the Fund, do not altogether avoid triteness in their emphasis on the theme that, as Mr 
Rooth puts it, “‘ the real cause of post-war payments difficulties was the attempt of many countries 
to do more than they could.”’] 
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ORGANISATION FOR EvuROPEAN Economic Co-OPERATION. Private United States 
Investment in Europe and the Overseas Territories. Paris: O.E.E.C., 1954. 94” 
Pp. 137. 8s. 


[An analysis is given of the extent and character of this investment, of attitudes towards it in 
America and Europe, and of possible means of increasing it. Total net exports of private American 
capital had no upward appreciable trend between 1947 and 1953, and the share of the total going 
to O.E.E.C. countries diminished. The recommendations put forward do not contain 
startlingly novel ideas, though some useful suggestions are made of a more or less technical nature, 
The report is followed by lengthy annexes setting out the regulations governing private American 
investment in the O.E.E.C. countries and their overseas deptndensien 4 


Svennitson (I.). Growth and Stagnation in the European Economy. Geneva: 
United Nations Economic Commission for Europe, 1955. 11”. Pp. 342. 32s. 6d. 


[To be reviewed.] 


UniTep Nations. Economic Survey of Europe in 1954, including studies of Regional 
Problems in European Countries and the Structure of the French Economy. Prepared by 
the Research and Planning Division of the Economic Commission for Europe. Geneva: 
United Nations, 1955. 11”. Pp. 315. 17s. 6d. 


[To be reviewed.] 


Unirep Nations. Statistical Yearbook, 1954. Prepared by the Statistical Office of 
the United Nations. New York: United Nations, 1955. 114”. Pp. 594. 40s. 


[The coverage of the Yearbook has been extended in the present issue in a number of respects, 
both in subject and in number of countries included. The amount of pre-war data given has been 
somewhat reduced in order to save space.] 


UnitTED Nations Economic ComMISssION FOR LATIN AMERICA. International Co- 
operation in a Latin American Development Policy. New York: United Nations, 1954, 
9”. Pp. 147. 9s. 


[This contains a statement and set of recommendations on problems of Latin American economic 
development drawn up by a group of leading Latin American citizens, appointed by the Economic 
Commission for Latin America, preceded by a longer preliminary report prepared by the 
Commission’s Secretariat. Foreign investment policy is the chief subject Fs mal Other matters 
treated in their relation to the economic development of Latin America are technical assistance, 
trade policy and anti-cyclical policy. The importance of the whole subject is brought into vivid 
perspective by the estimate quoted that Latin America’s population, which has the fastest growth 
rate in the world, is likely to rise from its present level of 167 millions to over 400 millions by the end 
of the century.] 


Unitep Nations Foop AND AGRICULTURE ORGANISATION. Disposal of Agricultural 
Surpluses, by G. BLau. Commodity Policy Studies, No. 5. Rome: FAO, 1954. 11”. 
Pp. 42. 2s. 6d. 


[This interesting and well-reasoned survey provides an orderly classification and assessment of 
the many devices that have been proposed for disposing of agricultural commodities in excess supply. 
The author begins by discussing the alternative definitions of an agricultural “ surplus.” She then 
classifies the various possible remedies under the heads: (1) holding or segregation of stocks ; (2) 
expansion of consumption, either (a) without special concessions on prices or terms, or (6) on 
concessional terms to specified market sectors ; (3) restriction of supply. She concludes by analysing 
the types of supply and demand conditions in the market for particular commodities that are favour- 
able or unfavourable for the success of each of the various remedies, having regard to the requirement 
laid down at the Seventh Session of the F.A.O. Conference of avoiding “ harmful interference with 
the normal patterns of production and trade.”’] 
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Social Foundations of Wage Policy 
BARBARA WOOTTON 


In this authoritative study of contemporary British wage policy an 
attempt is made to uncover some of the social influences which affect 
the determination of wage and salary rates. 15s. 


Post-Keynesian Economics 
Edited by KENNETH K. KURIHARA 


This collection of essays by a group of eminent economists extends 
Keynes’ General Theory and covers a wide variety of aspects, both 
theoretical and empirical. 30s. 


The Federal Antitrust Policy 
HANS B. THORELLI 


A comprehensive study of the antitrust policy, its origins and its effect 
on political and economic institutions, the social sciences, popular 
opinion and group interests. 60s. 


Elements of Pure Economics 
LEON WALRAS 


Translated by William Jaffé. ‘*‘ Among the half-dozen leading works 
in the literature on economic theory.’’—Financial Times 42s. 


Value, Capital and Rent 
KNUT WICKSELL 


This authorised translation by Stephen Frowein of Wicksell’s first 
important work, Uber Wert, Kapital and Rente, meets a need which 
has long been felt by economists. Full bibliography 18s. 





GEORGE ALLEN & UNWIN LTD 
40 MUSEUM STREET, LONDON, W.C.1 





When Volume I was published Pro- 
fessor J. Bronowski wrote in the New 
Statesman: ‘Professor Hogben’s book 
is a welcome adventure in the under- 
standing and in the techniques of the 
new Statistical basis of science. His de- 
velopment is sequent and direct; and 
his examples are vivid even in their 
presentation.’ 

In this new volume the author takes 
up the modern theories and more ad- 
vanced themes, including analysis of 
variance and covariance, regression and 
discrimination, elements of factor anal- 
ysis, and exhibits the derivation of the 






















ANNOUNCING THE COMPLETION OF A STANDARD WORK ON THE STUDY OF STATISTICS 


CHANCE AND CHOICE 


BY CARDPACK AND CHESSBOARD (VOLUME I!) 
LANCELOT HOGBEN 


appropriate sampling distributions in- 
voked by recourse to methods which 
should make the rationale of each ac- 
cessible to any reader with a knowledge 
of mathematics at the advanced level of 
the General Certificate of Education. 
Brilliant visual exposition in colour 
is an integral part of the teaching 
method. 

The book concludes with a chapter 
on recent controversies concerning test 
procedures and interval estimation. The 
index covers both volumes. Size 10} x 
73 in. 500 pp. 54 charts, 34 in two 
colours. 70s. net. 


Fully descriptive leaflet available on request 
MAX PARRISH & COLTD.,55 QUEEN ANNE STREET, LONDON W.! 





Published by 











Industrial Development in Indonesia 
S BY DR. A. M. DE NEUMAN 


Price 4s 6d 


Students’ Bookshops Ltd 


4TRUMPINGTON STREET, CAMBRIDGE 








UNIVERSITY OF LONDON 


Grants for Research 




































Apvpuicartions are invited from members* of the University for grants from the 
Central Research Fund to assist specific projects of research and for the provision of special 
materials and apparatus. Grants are not made for normal maintenance. Applications 
will be considered three times a year and must be received not later than 31 March, 
31 August and 30 November. Forms of application and further particulars may be 
obtained from the Secretary to the Central Research Funds Committee, University of 
London, Senate House, London, W.C.1. 








* **embers of the University are defined by Statute as the Chancellor, the members for the time being of the Court 
and of .¢ Senate respectively, the Professors and Readers and other Teachers of the University during their tenure of 
office, the graduates and the students. 
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OXFORD ECONOMIC PAPERS 














New Series 
Volume 7 February 1955 Number 1 
Some Implications of the Growth of I t by Instituti » seet-s8 ‘ . R. Frost 
The Rehabilitation of Monetary Theory in Sweden ‘ 3 . E. E. FLEETWoop 
The Intransitivity of Certain Criteria Used in Welfare Econemics ‘ ‘ ; W. M. Gorman 
The Valuation of Net I fe ‘ . . C. Kennepy 
The Role of Investment in Two French Inflations ‘ . ‘ 3 ; 5 H. Lusewr 
Industrial Relations in Ni y Birmingham . A. Fox 
Retailing Costs : Some Comments on the. Census of Distribution, 1950 Ss. ‘Pou.asp ond J. D.Hucnes 
Price Formation in Manufacturing Ind y and E . H. R. Epwarps 


Oxford Economic Papers became a periodical in 1949 and is now pba three ous a year. The pre-paid subscription 
price is 258., post free, and the price of a single copy 12s. net. 


OXFORD UNIVERSITY PRESS, Amen House, Warwick Square, London, E.C.4 














ECONOMICA 


Published Quarterly 





g5th Year: New Series, Vol. XXII, No. 85 February, 1955 
Ind ial Production in the United Kingdom, 1900-1953. , ‘ ml ‘ ‘ .  T.M. Rivvey 
The Purchasing Power of British Exports . ‘ ‘ ‘ r ; ‘ .  R.L. Marris 
Multiplier and Velocity Analysis: A Marriage’. Vera Lutz 
The Miners’ Association of Great Britain and Ireland, 18¢2- 48: A Study i in the Problem of Integration 
'AYLOR 
Public Departments and Cheap Money, 1932-38 . ‘ > 4 ‘ “ ; ‘ ; D. S. Lexs 


Book Reviews: Books Received 


Annual Subscription £1 1s. od. per annum, post free. Copies can be obtained from any bookseller or from the Publication Department 
of the London School of Economics, Houghton Street, London, W.C.2. 








POPULATION STUDIES 


A JOURNAL OF DEMOGRAPHY 
Edited by D. V. Grass and E. GREBENIK 





VOLUME IX, NO. 1 JULY, 1955 
An Examination of Generation Fertility in am ant Wie ‘ > ‘ N. H. Carrier 
A Century of International Mortality Trends: I > . ‘ GerorcE J. SToinitz 
Marshall on the Population Problem (Part II) a . ‘ ‘ ° ° J. J. SPENGLER 
Variations in Mortality and Life tation : ‘ . ° ° ’ : C, E. V. Leser 
The Fo: Theory of Social Mobility . ‘ . S.J. Prais 
The Concept of Statistical Freedom and. its Application to Social Mobility . A. GaBor 
Some Remarks on the Measurement of Social Mobility j : W. Z. Brrewiez 
Appendix Note on a S 1 Q: ion Raised in the 1 Preceding Paper ‘ > f J. Dursin 
Some Remarks on the Measurement of Social Mobility—A Reply ° ‘ ° ° W. Scorr 


Subscription price per volume of 3 parts 35s. net, post free (or American currency $5.75). 
Single parts 15s. each plus postage (American $2.50, post free). 


Published by the Population Investigation Committee, at the London School of 
Economics and Political Science, 15 Houghton Street, London, W.C.2 








Scottish Journal of Political Economy 


The Journal of the Scottish Economic Society. 


VOLUME I. JUNE 1955 NUMBER 2 
The Scottish Tradition in Economic Thought . : . ‘ ‘ : : . A. L. Macrie 
A S Sov Index of Residential Construction, 1938-1950 ‘ . ; : . B. WEBER 

Bankers and the Western Bank of Scotland. ‘ . ; a ” R. H. CampBeiy 
The Dollar Shortage Once More ‘ » ‘ ‘ . \ ° T. BALoGN 
Household Structure and Family Income . ‘ " ‘ . ° ° . ° T. BRENNAN 
Current Topics 


Scottish Journal of Political Economy is edited by Professor A. K. Cairncross, is published in February, 
June and October, and is free to members of the Scottish Economic Society. Applications for membership 
should be made to the Treasurer, a py eng Society, 142 St. Vincent Street, Glasgow, C.2, enclosing 

¢ annual subscription of one guinea. ournal —~ also be obtained without membership of the Society 
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